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Outlook for Contract Bonding 


REVIEW OF THE Contract Bond 
l \ writings for the year 1954 


would show results closely parallel- 


national trend of the con- 
itself. It has 


con- 


ing the 
struction industry 
tremendous 


Available 


volume of 


been a year of 


struction activity. statis- 


tics show that the new 
construction will be in excess of 
$36,500,000,000 and that the over- 
all volume. including maintenance 
and repair expenditures, will be 
in excess of $52,000,000,000 su 


passing the previous all-time high 


The author—Mr. Rowell is secretary of the 
contract bend division, The Aetna Casualty 
and Surety Company. He joined Aetna in 
1911, and has represented the company on 
various contract bond committees of the 
Surety Association of America. 
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ROWELL 


record of 1953. Consequently, the 
premium volume of contract bond 
writings should be in excess of that 
of 1953. 
Surveys and 
that 
at a peak volume for the 


forecasts clearly 


indicate construction — will 
continue 
and in fact for a number 
ahead. It take 


much imagination to visualize the 


next year 


of vears does not 


needs in the various fields of con- 


struction—building, highway and 


heavy engineering. A feeling of op- 


timism in respect to this contem- 


plated construction activity is based 
evidence of the 


on factual con- 
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struction program ahead in the 
country. There is still a 
throughout the 


construction of public schools. This 


need 


country for the 


problem has become very acute 


in many sections of the country 
due to the growth of the school 
population with the necessity of 
constructing new buildings 
and rehabilitating and adding to 


existing buildings. There still lies 


many 


ahead a large volume of hospital 
and other institutional construction 


work. 
WATER CONSERVATION 


One of the problems 


facing the country, with the ex- 


greatest 


panding industrial economy and a 
growing population, is the impor 
tance of conserving its water re 
sources, The conserving and bring- 
ing of water to supply the normal 
requirements of cities as well as 


supplying the needed water for 
agricultural purposes through irri- 
gation and the requirements of 
industry for the use of water all 
points up to the necessity for solv- 
ing this national problem. Involved 
in this problem is the correction 
of polluted streams and this will 
require constructing sewage dis- 
posal plants, etc. 


All evidence still 


tor expanding an 


indicates the 


necessity ade 


quate road program. This has been 


brought sharply to the forefront 


economic report to 


through the 


January 


Congress by President Eisenhower 
in his challenging proposal to the 
Governors’ Council last July. A pre- 
liminary tabulation of State, Coun- 
ty and City Highway and Street 
Improvement needs has been made 
by the Bureau of Public Roads in 
cooperation with the President's 
Advisory Committee on a National 
Highway Program. This survey re- 
vealed that a total of one hundred 
billions of dollars of construction 
is needed during the next ten years 
to make America’s highways ade 
quate to meet future traffic needs. 
As stated by General Clay, Chair- 
man of that Committee, “Building 
an adequate highway system is one 
of the big domestic jobs we must 
commence without delay in order 
to secure the future of America.” 

Since all 
clearly indicate a cortinuing record 
perhaps 

might 


surveys and forecasts 


volume of construction 
for the 
be well 
facing contractors in carrying out 
such a program. Too much tribute 
cannot be paid to the sound foun- 
dation of the construction industry 
in this country and in its ability 


next ten years—it 


to consider the situation 


and capacity to carry through such 


a volume of construction work. It 
represents one of the major, if not 
the major basic industry and pro- 


in our economy 


duction activity 
and is generally headed by those 
of integrity, skill and responsibility. 


Yet no other business is more sensi- 
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tive to economic changes, vagaries 
hazards of unknown 
conditicns and so many other con- 
tingencies than is the construction 
industry. Moreover, many factors 


of weather, 


have created problems for the con- 
struction brought 
about by the very fact of increase 
in construction and the 
profits made therefrom during the 
past ten years. The capacity of 
expanded 


industry—some 


volume 


contractors has 
by reason of 


many 
most substantially 
increased efficiency of operation 
and production as well as through 
the enlargement of organization 
and plant. 
Then, 
brought to the business new con- 
tracting firms, many of which have 
expanded rapidly have had 
possibly a mushroom growth. Some 
of these newly organized contract 


too, this period has 


and 


ing firms sprang up in the some- 
what lush period of construction 
and have not yet been tested under 
adversity. There is no factor which 
is more important than experience 
through times of tough going and 
this is especially true in the con- 
tracting business. By reason of in- 
creased capacity and a larger num- 
the industry 
situation 

and a 


ber of contractors, 


has been faced with a 


of increased competition 
subsequent squeeze in prices. 
This appears to have created a 
situation where there has been a 
tendency to pyramid through tak- 
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ing contracts at tight prices in 
order to keep going and escape 
the inevitable. The result is that 
there has been noted a slight in- 
crease in defaults; statistical infor- 
mation, as prepared by Dun & 
Bradstreet, Inc., indicates such in- 
crease in the number of construc- 
tion failures during this year and 








H. E. Rowell 


an increase in liabilities reported 
by such failures, With this com- 
petitive situation and a_ period 
where profits are much harder to 
come by, it will not be surprising 
if there is a further increase in such 
failures among the less efficient 
and under-financed contractors. 


Several observations might be 


made with respect to some trends 
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It is 
to be 


in the construction business. 
noted that 
bidding on 


there continues 


large projects under 


joint venture undertakings. In 


many instances some _ individual 
member of the group has the or- 
ganization, capacity and responsi- 
bility to 


specific job as sole contractor but 


consider undertaking a 


good business judgment dictates 


the advisability of forming a job 
so that the risk involved is spread 
responsible 


among the group of 


contractors. There is no question 
that over the past vears such joint 
enormous 
their 


shown 


ventures have been of 


benefit to contractors and 


sureties. Experience has 


that on certain projects, particu- 


larly those extending over a num- 
ber of years of construction, diffi- 
culties of construction and chang- 
ing economic conditions have been 
faced which might have been seri 
ous indeed if one contractor alone 


had 


bined 


been involved but the com 


skill 


the joint venture group has been 


and responsibility of 


sufficient to carry the project 
through to completion without loss 
to the 


suffered on 


surety. Then, too. losses 


certain of these joint 


ventures have been more than off- 
set by the profitable operations by 


such joint venturers in other op 


erations. 


It is also noted that more con- 


tractors are viewing with interest 


work outside of the continental 
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United States. Past experience has 
not indicated that work under dif- 
ferent and changing Governments 
has always been profitable but, 


with the growing concept of 
strengthening the economic fabric 
of many countries and improving 
their living conditions, contractors 
are considering this field with the 
opportunity afforded for the know]- 
edge, ability and organization of 
our expanding construction indus- 
try. Time alone will tell whether 
these expanding operations will be 
profitable as 


worthwhile and 


against the inherent hazards and 
difficulties of such operations. 


With the 


construction industry it is inevitable 


situation facing the 
that the experience of the surety 
companies will be affected. Surety 
companies generally have shared 
in the increased premium volume 
brought about by this construction 
activity and likewise their ultimate 
experience will be affected by the 
trend now evident in the con 
struction industry picture. 

The 


recognized that it has an obligation 


surety industry has long 


to extend its credit to those con 
tractors of skill, integrity 
sponsibility withhold _ its 
credit from the irresponsible and 
unworthy The 
industry best serves the public and 
itself in carefully underwriting and 
selecting those to which it gives its 


and re- 


and to 


contractor. surety 


stamp of approval through the is- 
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Feeling of optimism is based on factual e 


suance of its performance and pay- 
ment bonds, It is very obvious that 
both the construction industry and 
the surety companies are facing a 
somewhat trying time by reason 
of the bitter competitive situation 
and it behooves the surety indus- 
try to maintain a high standard 
of underwriting but with a willing- 
ness to be of service to all those 


worthy of its confidence. It is a 


CONTRACT 


ZA 


BONDING 


vidence of construction program ahead 


period when it is more than ever 
necessary for the company and its 
representatives to know as much 
as possible about its contractor 
clients. 

Basically, surety companies must 
still look for fundamental honesty 
in dealings, strength of character 
and integrity and a resolution to 
faithfully perform obligations en- 


tered into. It is also important to 
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have confidence in the skill and 
know-how of the contrector and 


its organization to perform the 
specific work under consideration. 
Nothing takes the place of ade- 
quate financial responsibility not 


only to finance the work under- 
taken but to meet any and all 
contingencies which may arise 


during the progress of the work. 
DirFicuULT PROBLEM 


One of the most difficult prob- 
lems facing surety underwriters 
today is this very question of what 
constitutes adequate financial re- 
sponsibility to merit the extension 
of suretyship when confronted with 
a rising volume of work and when 
it is felt the point of over-expan- 
sion has been reached to hold firm 
against such extension, The ques- 
tion of capacity of a contractor, 
particularly from the viewpoint of 
financial responsibility, has been 
and will continue to be a question 
on which underwriters will differ 
but it is a problem on which con 
tract bond underwriters must use 
their best judgment in the light 
of their knowledge of all factors 
involved and their experience. 

Involved in the problem of ade- 
quate financial responsibility is the 
matter of the proper analysis and 
evaluation of the financial state- 
ment. Complexities of the different 
methods of accounting aggravate 
this problem and under present 
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conditions it is the feeling of con- 
tract bond underwriters that there 
should be an annual audit, prefer- 
ably by a Certified Public Account- 
ant, of the books of any contractor 
engaged in any substantial amount 
of work. Even then different meth- 
ods of accounting are involved so 
that it is necesary to fully under- 
stand the basis on which the state- 
ment is prepared. This is primarily 
brought about by the tax situation 
and the fact that books 
kept on a completed contract basis 


may be 


or on an accrual or annual basis. 
Many statements now contain a 
Work in Process item and, with- 
out knowing the method of ac- 
counting, underwriters are at a loss 
to understand the statement. For 
instance, involved in this item may 
be such methods as Billings Less 
Costs to Date, Percentage of Com 
pletion, Percentage or Cost of Op- 
eration, or other cost accountant 
methods. It follows that the actual 
working capital on a statement as 
of a given date may be inflated 
by reason of the effect on such 
item by accrued early profits on 
a job through unbalanced bids 
or otherwise. Consequently, under 
present conditions a prudent con- 
tract bond underwriter must of 
necessity obtain a complete knowl- 
edge with respect to the financial 
statement and the method of pre- 
paring the same. 
Then, too, the 


surety under- 
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writer must be aware of the evel 


present tax problem in relation 
to a proper analysis of the state 
that when 


statements show a rapid increase 


ment. It is obvious 
in net working capital and net 
worth with an absence of tax re- 
serve a prudent underwriter must 
take the effect 
of a proper tax reserve in analyzing 
such statements. The next tax law 


into consideration 


may give contractors a break in 
depreciation and write-off of equip- 
ment; for instance, by the use of 


the so-called declining - balance 
method a more rapid recovery of 
cost is permitted with concentra- 
tion of the bulk of deductions in 
the early years on the purchase of 
equipment. However, it may well 
be necessary to bear in mind, in 
construction 
that 


revision 


so far as corporate 


business is involved, there 


has been an important 
which will provide for declarations 
of estimated tax with the require- 
ment for the next five year period 
of the payment of a larger pro- 
portion of the tax during the year 
This may 

working 


in which it is earned. 
have an effect on the 
capital position of some construc- 
tion corporations and underwriters 
will do well to watch this develop- 
ment. 

To sum up the matter, the 
underwriter must know that the 


contractor has not only the ability, 


organization and finances to carry 
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the job through to completion but 
the firm resolution and quality to 
furnish the drive to keep going in 
the face of any problems. It is not 
rendering service to the owners, to 
the bankers, to responsible con- 
tractors or the have 
failures and defaults even though 
there may be a guarantee against 
do occur 


public to 


ultimate loss. Failures 
through the ordinary business risk 
involved in any hazardous business 
enterprise but these should not be 
aggravated by the bonding of irre- 
sponsible contractors. It therefore 
behooves the contract bond under- 
writer to know as much as possible 
about their undertakings, the risk 
involved and the capacity and re- 
sponsibility of the contractor to 
perform. 

These coming years may be a 
trying period for those engaged in 
the construction industry and for 
the surety companies but funda- 
mentally the business is healthy 
and with the proper application of 
sound business principles success 
will attend these efforts. With the 
tremendously expanded market of 
construction, both public and pri- 
vate, there is the opportunity for 
the agents and their companies to 
be of service to the construction 
industry, the owners and the public 
in properly and efficiently selecting 
and servicing the responsible con- 
tractors in this major industry of 
the country. 
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, COPYMONT 1954 CARTOONS.-OF .THE.MONTH 
“He's right—nobody’s robbed the company safe since he had this 
one made.” 














COPYRIGHT 1953 CARTOONS. OF .THE-MONTH 
‘Well, I'm certainly not going to let you folks plow through that mess. 
Just a second, Ed, I'll get you the snow shovel!” 








Associations exist to serve and, 
properly, its members must 
know what it is doing, what it 
is capable of doing, and how 
to make better use of if 


The Role of a Trade Association 


HENEVER BUSINESSMEN fore- 

J y gather to discuss their prob- 
lems in these modern times, it is 
within the framework of an estab- 
The 


trade association has become so in- 


lished organization. modern 
tegral a part of the American busi- 
ness that few 
take time to stop and think about 


it—where it sprang from, what func- 


scene people ever 


tion it performs, where it is going. 

| sometimes think that we Amer- 
icans have become so caught up in 
the act of doing things that we 
seldom pause to sit back and con- 
template how and why we have 
done them. Papers cross and criss- 
cross our desks every moment of 
the day. We dictate letters, answer 
calls, go to meetings, and the more 
of these things we have accom- 
plished, the more successful many 
of us consider our day. 


But I sometimes wonder whether, 


The author—Mr. Dorsett is general manager 
ef the Association of Casualty and Surety 


Companies 


By J. DEWEY DORSETT 


in doing all these things, we aren't 
perhaps subconsciously evading our 
responsibility of thinking 
them. It might not be a bad idea 
if, in addition to our “Slow Down 


about 


and Live” campaign for motorists, 
we ought not to have a “Slow Down 
and Think” campaign for business 
executives. 

There is a facet of our present- 
that I 
l'ke to mention in connection with 


day business world would 
associations. It is the matter of spe- 
The 


organization 


complexities of 
itself 
grown so, that it is possible for only 
a few men at the very top to grasp 
them in their entirety. The rest 
have become specialists—specialists 


cialization. 


business have 


in administration, in public rela- 
in budget and finance, in 
legal affairs, in claims, 
through the whole list of special- 
ized responsibilities. Each is an ex- 


tions, 
and on 
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pert in his own field and, by virtue 
of being a specialist or expert, most 
frequently sees the whole of an 
operation only as it filters through 
his particular set of spectacles. 

Associations exist only to serve. 
The moment they cease to perform 
that function, their reason for con- 
tinuance ceases. But if an associa- 
tion is to provide a proper task of 
service, then its members must 
know what it is doing, what it is 
capable of doing, and how they 
can make better use of it. 

I, for one, am sorry to see that so 
little research and study has gone 
into the history of American trade 
associations—far less, for example, 
than has gone into the development 
of the labor union movement, and 
in their respective fields they are 
or could be. Yet, 


of trade associa- 


at least cousins 
if such a history 


tions were well recorded, it would 


provide us with a picture of the 


growth of our free economy in a 
manner that no single industry or 
group of industries could hope to 
equal. No industry or business, or 
group of industries or businesses, 
could have done the job our Ameri- 
can trade associations have done. 

The trade or public service asso- 
ciation came into being because it 
met a condition and a need. The 
condition was the change-over, to- 
ward the end of the last century, 
from an agricultural to an industrial 


economy—from an era of unorgan- 
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ized business enterprise, and some- 
times a devil-take-the-hindmost phi- 
losophy, to one of growing public 
awareness, interest and participa- 
tion in the affairs of business. Some 
of this was good, some of it bad; 
but from the day fluctuations of 
business could affect the welfare of 
the entire nation, it was inevitable. 
Nor, in looking back, can anyone 
say that, on the whole, we have not 
benefited. 


FuTURE FORESEEABLE 


Our own industry has grown in 
prosperity and stability with the 
growth of the country. Despite gen- 
eral economic ups and downs, and 
their inevitable temporary effect on 
certain lines of insurance, our 
finances are secure, our future fore- 
seeable. We stand firmly on the 
rock of public confidence in our 
conduct. Who would 
deny that under modern conditions 


among us 


these things would be true if our 
business, or any business, had stub- 
bornly insisted upon clinging to a 
kind of rugged mdividualism that 
would not recognize the existence 
of common problems or the fact 
that they could be solved best, or 
perhaps solely through common 
action—through organized action. 
But if there were disorders in 
certain aspects of our economy, 
there were, equally, disorders in the 
efforts of public and legislators to 
correct them. Business found itself 
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totally preoccupied at times with 
fending off excessive legislation or 
legislative excesses. It became self- 
evident that if industry was not to 
become engulfed in the rip-tide of 
muckraking it would need better 
presentation of its case than any 
single company could provide. So 
the first great need for associations 
was in the legislative defense of 
their legitimate interests. 

Of course, associations—the need 
for a common front—go back a bit 
further than that. The first such 
idea came up some time in 1776, 
July 4th to be exact, when Ben 
Franklin told the assembled signers 
of the Declaration of Independence: 
“We must all hang together, or as- 
suredly we shall hang separately.” 
There were early business group- 
ings in the middle 1800's, but in 
the main these were professional 
organizations for the exchange of 
information, or in the case of an 
extreme few, were set up as a means 
whereby one segment of an indus- 
try could throttle the life out of the 
rest. 

But the real development of the 
trade or public service association 
got under way at the turn of the 
century and the early 1900's. The 
Factory Insurance Association was 
set up in 1890. In the life insurance 
field, the American Life Conven- 
tion and the Life Insurance Asso- 
ciation of Americ. both were estab- 
lished in 1906. The first was set up 


TRADE ASSOCIATION ll 


to help correct disorganized condi- 
tions in the industry; the second 
began primarily as a means of ex- 
changing ideas among company 
presidents but evolved to its pres- 
ent function of handling legal and 
legislative matters. 

Again in our field, we can point 
to the Workmen’s Compensation 


J. Dewey Dorsett 


Publicity Bureau, set up in 1912 to 
handle matters concerning work- 


men’s compensation and employers’ 
liability. Its work was almost en- 


tirely legislative. In 1914, the 
Health and Accident Underwriters’ 
Conference was established, again 
largely the outgrowth of conditions 
in the industry during those days. 

In a sense we have to credit two 
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world wars and one mighty eco- 
nomic depression for the present 
day trade association. In all three 
instances of national crisis, govern- 
ment stepped into the business pic- 
ture in a way we have never known 
before—and I hope will never know 
again. The relations of government 
to industry, industry to industry, 
and industry to company, became 
intimate and intense. There were 
layer 


control, upon 


regulations, 
layer of contact, and authority. An 
industry had to be represented by 
as few voices as possible—and those 
voices had to have behind them the 
authority of the companies they 
spoke tor. 

But if this were the only function 
of trade associations, then logically 
there would be no reason for their 
continued existence once circum- 
stances changed and the emergency 
had blown over. To view the trade 
association as the child of crisis is 


to misunderstand its full function. 


Topay’s ASSOCIATION 


And this is the turn in the history 
of American industry and its trade 
associations to which we have come 
today. Our function is not merely 
to ward off catastrophe, but to help 
build stability, public 
support and government compre- 


economic 


hension, against which the tides of 
will 


Business and industry have invited 


circumstances wash in vain. 


the public into partnership by dem- 
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onstrating that their component in- 
dividual companies share common 


ideals and goals. And we have 


demonstrated to government that 
private industry, operating with re- 


straint and, in the words of the 
founding fathers, “a decent respect 
for the opinions of mankind,” is by 
far the better judge and regulator 
of its affairs than any outside body 
or force. 

This then is the great function 
of the trade association today—to 
broaden and stabilize these rela- 
tionships with government, with 
the public, and within its own 
ranks. That industry fully under- 
stands the significance of this func- 
tion is evident from the fact that 
there is scarcely an industry today 
that have at one 
trade association or one important 


does not least 
business organization of one type 
or another. There are now more 
than 15,000 professional and trade 
associations in the country, count- 
ing a total of over 40 million mem- 
bers—firms and individuals—and re- 
ceiving something in the realm of 
$350 million annually in dues. We 
have come far, indeed, from our 
founding days of crisis and emer- 
gency. 

What are the functions then, of 
today’s association? Much of our 
work still is, and always will be, in 
the field of the 
problem that arose today and should 


have been solved the day before. 


immediate—the 
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TRADE 


ASSOCIATION 


Today we are invited to participate in the drafting of proposed legislation 


But our thoughts and planning are 
also to the years ahead. 

that I 
would include among major trade 
legislative 
service, government liaison, public 


I can list some matters 


association functions: 
relations, research, trade statistics, 
prevention of losses resulting from 
accidents and dishonesty, legal in- 
telligence, cost studies, providing a 


forum for free discussion of com- 


mon problems, liaison with other 
groups, and, in more general terms, 
performing more effectively and 
much more economically on an in- 
dustry basis the many duties and 
services the corporate members 
would find it difficult to perform 
individually. 

In its contacts with the outside, 
the mainspring of all association 
activities is to prevent ripples of 
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deliberate attack and mere mis- 
understanding from undermining 
the foundations and the function- 
ings of business. Our job is to dem- 
onstrate that the interests of public 
and industry are parallel—that the 
prosperity and well-being of one 
are inseparable from the other. 
Call it community relations if you 
will, and then consider the entire 
USA as that community. Our own 
organization—The Association of 
Casualty and Surety Companies— 
is doing this job for its industry 
through its activities in the fields of 
accident prevention, public rela- 
tions, legislation and law, claims, 
research, liaison with government 
and other groups, free discussion 
of industry matters, and those many 
other matters that I mentioned as 
constituting the primary functions 
of a trade or public service organi- 
zation. And I could cite how other 
industry associations are performing 
their responsibilities in similar ways. 
These are only a handful of the 
scores of instances through which 
all industry and business are dem- 
onstrating to the people that their 


policy is founded on the solid bed- 


rock of public service. 

Apart from vast savings to indus- 
try itself through such programs, 
the impact of these activities has 
had a far reaching effect on indus- 
try’s relations with both public and 
government. By working hand in 
hand with civic organizations and 
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public officials, by showing them 
on the basis of its own experience 
and know-how, what can be done 
to build greater security into better 
communities, industry has created 
an atmosphere of understanding 
that extends beyond the immediate 
present and the immediate prob- 
lem. 


SUSPICION DIMINISHED 


In many sections of the press, the 
suspicion that once drew a barrier 
of sheer ignorance between those 
mythical antagonists—public wel- 
fare and private interests—has great- 
ly diminished and in broad areas 
has disappeared entirely. I would 
not have you believe that progress 
its ulti- 
mate, but it is becoming more and 
more difficult for the irresponsible, 
whether in, public or private life, to 


in this field has reached 


cast his arrows of discredit against 
free enterprise. And this attitude 
extends to other important areas of 
operation. 

Significant among these is the 
relationship between our legal rep- 
resentatives and those of govern- 
ment. We need to concern ourselves 
the efforts of lawmakers or 
hobble the legitimate 


with 
officials to 
functioning of our business; the 
golden age is net yet. Each year 
our Law Department must review 
literally thousands of legislative 
bills and proposed regulations. But 


what a change has occurred since 
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we first set up business in the late 
20's! 

Today we are invited to partici- 
pate in the drafting of proposed 
laws. Our relation with the state 
insurance authorities is, in the main, 
one of closest cordiality. We have 
successfully sponsored model laws 
on motor vehicle financial respon- 
sibility, periodic inspection of motor 
vehicles, second injury funds, occu- 
pational disease, and fidelity and 
surety bonding, among others. Our 
Accident Prevention Department is 


called 


assistance in the framing of traffic 


upon to give advice and 


safety 
Our Public Relations Department 


measures. 


provides guidance for public educa- 


tional campaigns when a safety 
responsibility law goes into effect 
and enjoys a standing with the 
press, magazines and radio that is 
excelled by none. 

I have heard it said that if the 
Association of Casualty and Surety 
Companies had been in operation 
a few years earlier, there would be 
no compulsory automobile insur- 
ance in Massachusetts today. Be 
that as it may, there is no doubt 
that if compulsory has been halted 
in all of the 47 states, it is due in no 
small degree to the fact that the 
insurance industry has been able 
to speak out on this matter force- 
fully. with an organized voice. But 
! would be selling you pie in the 
sky if I were to let you believe that 
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this particular fight is behind us. It 
isn’t—not yet. 

Now, what services can a trade 
or public service organization con- 
tribute within an industry itself? 
They may not be as dramatic as 
those external functions I have just 
been speaking of. But they are 
none the less significant in their 
contribution to efficient and profit- 
able business operation. Accident 
prevention, for example, in its ulti- 
mate sense, is cost reduction. As 
we have stronger safety regulations 
and public alerted to the need for 
better driving, the rate and severity 
of accidents is retarded. When this 
happens, our costs drop and _ ulti- 
which in turn con- 


mately rates, 


tributes directly to an expanded 
market for our products. So there 
connection between the ex- 
and the 


public relations and good 


is a 
ternal internal—between 
good 
hard business sense. 

Looking at the workings of ow 
Claims Bureau, the same end prod- 
uct of service will be noted there. 
I am referring not only to cost re- 
duction through the detection and 
consequent discouragement of 


fraudulent claims: I am _ thinking 
also of several more recent devel- 
opments. One is the Independent 
Appraisal Plan, which has resulted 
in significant reductions in charges 
for repairing damaged automobiles 
in many communities. The second 


is the Inter-Company Arbitration 
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Agreement, which permits the set- 
tlement of claims between compa- 
nies without recourse to expensive 
court hearings. 

A major preoccupation of any 
association is to see that its mem- 
bers have the widest scope for fair 
competition. So alongside the battle 
against compulsory, one of our 
sternest struggles has been against 
monopolistic state funds in work- 
men's compensation ind the bond- 
ing of state officials. But we have 
even more 


ilso had to fight an 


subtle opponent in this area, mas- 
querading under the guise of open 
competition. It is the so-called com- 
petitive state fund, which is sup- 
ported by a hidden taxpayer's sub- 
Again, if we have been suc- 
least 


battles, it is because we have had 


sidy. 
cessful in at most of these 
the tremendous advantage of unity 
ind coordination. 

But to speak of the trade associ- 


back to the 


would be 


ation without 


going 
source of its franchise, 
like describing the elephant with 
out remembering its head. We are 
but the sum total of our member- 
ship, the synthesis of its differences 
ind agreements, the reflection of its 
needs. We exist 


complex, unpredictable times there 


because in these 
ie things that can be said and 
alert, 


effectively or at less 


done as an representative 


group more 
cost than by an individual membe1 


or which perhaps could not be done 


AND SURETY 


JOURNAL January 


at all under a single corporate sig- 
nature. 

\ mature association is too wise 
ever to become a competitor for 
the functions which properly are 
those of its individual members. 
Its task is to supplement and to 
support. Many of our members, for 
example, conduct highly efficient 
safety and accident prevention op- 
Our Association contrib- 
a total cffort that 


good upon the entire industry. All 


erations. 
utes to reflects 
of our major operations, too, are 


guided by advisory committees 


composed of our membership, 
which provide both support and 
direction to our work. Our mem- 


bers frequently have a powerful 
and persuasive voice in helping to 
frame legislative acts and executive 
decisions. Together, we give com- 
mon support and provide united 
strength. 
If we as an association are eve! 
competitive, it is on behalf of ow 
thei: 
agents for the consumer's limited 


dollar. We are 


member companies and 


interested in the 


competition for the good opinion 
of other 
ested in the competition for the 


industries. We are inter- 
confidence of the insurance market 
as opposed to other forms of insur- 
ance operating in the same field 
When we 
the interchange 


sponsor workshops for 
of information 
methods of cutting costs, we do so 


on the premise that no one com- 
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pany has a monopoly on business 
efficiency and that all will benefit, 
the agent included. When you and 
we work for greater safety con- 
sciousness on the part of the pub- 
lic, the 
you, to the public and to our mem- 


benefits accrue to all—to 


bers. 

But what yardstick do you em- 
ploy to gauge the full measure of 
our effectiveness or, for that matter, 
of any trade association? How do 
vou determine the returns to the 
industry on, say, an educational 
campaign to explain the reasons 
for rate rises in a given area? By 
what standards do you judge a 
workshop such as was held last year 
on cost reduction and control in the 
creation and recording of claims? 
Is a packet full of editorials against 
compulsory insurance to be 
weighed in the balance against a 
packet of dollar bills? When the 
American Meat Institute, for ex- 
ample, has spent over $2,000,000 a 
year on a public information cam- 
paign on the nutritive values of 
meat, does that mean that the meat 
industry can trace an equivalent 
sum or more in increased sales di- 
rectly to the campaign? 

There are few established fiscal 
yardsticks by which to measure the 
effectiveness of a trade or service 
association. Great and numerous as 
they are, the benefits have no tan- 
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gible equivalent on the graph 
maker's slide rule. 

We can judge an association only 
by the totality of its impact for 
good Has it 
brought about greater understand 
ing for the industry and its prob- 
Has it 
increasing the 
public, the confidence of govern- 
ment, the friendship of the press? 
Has it made it possible for the in- 
dustry to be heard effectively in 
the halls of legislature? Has it been 
able to prevent the passage of in- 
imical measures? Has it promoted 
cost reduction through exchanges 
of information and coordination of 


upon a_ business. 


contributed toward 


good-will of the 


lems? 


policies and programs? Has it fur- 


thered an increase in the market 
and, in our case, helped promote a 
greater share of that market for 
our companies and you, their rep- 
resentatives. Is it proceeding with 
programs which no individual com- 
pany would be able to do alone 
or, at least, without inordinate ex- 
pense? 

Some of these are measurable in 
a degree, others are not. But when 
you put them all together, fit them 
into a single piece, see the opera- 
tion as a whole, then I think you 
can judge whether an association 
is executing that function for which 
it was conceived—the function of 
service for the greater benefit of all. 
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Copies may be obtained by 
writing to: Accident Prevention 
Department, Association of 
Casualty and Surety Companies, 
60 John Street, N. Y. 38. 





“Highway Safety and Driver Educa- 
tion”—Authored by Drs. Leon Brody 
and Herbert J. Stack of the Center for 
Safety Education at New York Uni- 
versity. This is the first text book of 
its kind designed exclusively for use 
at the level in preparatory 
courses for teachers of driver educa- 
tion. Contains detailed information on 
driver education teaching materials 
and methods, instructional procedures, 
program planning and course organi- 
zation and administration. Presents a 
comprehensive picture of the traffic 
safety problem and of the various 
principles and techniques of effective 
traffic accident production, thereby 
also serving as a valuable reference 
book for traffic personnel outside of 
the teaching profession. Graphically 
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and pictorially illustrated, hard cover, 
164 pages, 8%” x 5%”. Available in 
the Prentice-Hall Physical Education 
Series. 


“Safe Living Series”—The first 3 titles 
in a new series of picture type book- 
lets dealing with public safety topics 
are now available. They are: “Having 
a safe time. Wish you were here” 
(vacation safety), “Safe Cycling” (bi- 
cycle safety for junior high and high 
school students), and “It’s All in the 
Brakes” (tips on the care and main- 
tenance of automobile hydraulic brake 
systems ). 

All the booklets emphasize the 
visual aid approach and are designed 
for easy readability and mailing. 4 pp., 
34” x 5%”, in 3 colors. $1 per 100 to 
member companies, slightly higher to 
nonmembers. 


“Office Building Safety Instructions” — 
A booklet outlining safe practices for 
office building maintenance personnel. 
Particular attention given to the 
functions of porters, window cleaners, 
painters, electricians, mechanics, and 
elevator starters and operators. A sec- 
tion on the safe use of ladders is also 
included. 23 pp., 3%” x 5%”, ill., $3.00 
per 100. 
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“Are You Safe in the Office?”’—This 
booklet is an excellent companion pub- 
lication to “Office Building Safety 
Instructions.” It deals with hazatds 
commonly encountered by occupants 
of office buildings and precautions 
which should be taken to overcome 
these hazards. Secretarial workers and 
similar personnel will find the booklet 
particularly helpful. Attractively illus- 
trated in cartoon style. 11 pp., 3%” x 
5%”, $2.00 per 100. 





Contractual liability under- 
writing has always been trou- 
blesome; the author examines 
here some of the obstacles to 
the goal of standardization in 
the forms of agreement 
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HE EFFORTS TO PASS LIABILITY 

from one person to another 
and from one business organization 
to another continue with increas- 
ing variety. The earliest attempts to 
have someone take over another’s 
liability by the execution of a hold 
harmless agreement involved prin- 
cipally railroads and landlords as 
indemnitees. There are many old 
cases involving railroads and lessees 
of property; for example, Railroad 
Company v. Lockwood, 84 U. S. 
357, decided in 1872. 

As is so frequently the case, the 
legal situation is not clear. There 
are two general rules of law in- 
volved; the first that one cannot 
contract away his liability for neg- 
ligence, the other that two parties 
should be free to contract with 
each other provided their contracts 
are not in violation of law. Hence 


The author—Mr. Lees is a vice president of 
the American Automobile Insurance Co. He 
entered insurance in 1927 with the National 
Bureau of Casualty Underwriters, joining the 
American-Associated Group in 1936. 
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we have conflicting decisions both 
upholding and denying the validity 
of hold harmless agreements. The 
Courts have attempted in some 
cases to distinguish between agree- 
ments that involve the assumption 
of ordinary negligence of the in- 
demnitee and agreements that in- 
volve the assumption of gross negli- 
gence, holding that the latter was 
improper. The Courts have also 
made an effort to distinguish be- 
tween those situations where the 
loss results from an undertaking 
which is not required by law as 
distinguished from an undertaking 
under statutory authority. 

The above reasoning has gen- 
erally upheld the validity of the 
side-track cases where the industry 
has held the railroad harmless for 
damage to its own property caused 
by the railroad. In these cases it is 
apparent that the railroad had no 
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statutory duty under its charter to 
run a side track to the industry’s 
premises, and it is fairly clear that 
the industry by signing an agree- 
ment to hold the railroad harmless 
for damage to the industry's prop- 
an agreement 


erty will have such 


enforced against it. 
AGREEMENT ENFORCED 


In those situations where the 


indemnitor’s own property is in- 
volved and unless the agreement is 
patently and expressly against pub- 
lic policy, the agreement will gen- 
erally be enforced. On the other 
hand, where injury to person or 
damage to property of a third per- 
son not a party to the agreement 
is involved, it is very difficult to 
determine what the Court’s findings 
will be. Here again an effort is 
made by some Courts to distin- 
guish between an accident which 
arises out of an obligation which 
is created by statute and one which 
arises out of what might be termed 
a side undertaking. It is more dif- 
ficult for the railroad to pass on its 
liability where it renders a statutory 
service than where the service en- 
tered into is in addition to a statu- 
tory service. While a railroad, for 
example, is expected to carry pas- 
sengers and freight as part of its 
statutory obligation, it is not re- 
quired to carry specially construct- 
ed equipment such as circus cars, 
and an agreement from the circus 
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to the railroad holding it harmless 
was held enforceable on a numbet 
of occasions. 

On the other hand, in the case 
of Southern Company v. Layman, 
145 Pacific 2d 295, decided by the 
Oregon Supreme Court January 25, 
1944, it was held that even though 
the indemnitor constructed a pri- 
vate road over the railroad’s prop 
erty and the accident happened at 
this point, that the indemnitor was 
not liable because it was the rail- 
road’s sole negligence that caused 
the loss although, presumably, there 
would have been no loss of the 
type involved if the road had not 
been constructed for the indemni- 
tor’s own interest. 


CONFUSION APPARENT 


If the problem involving railroad 
situations which has existed for so 


long is so chaotic when it comes 
to a matter of legal interpretation, 
the confusion is even more appar- 
ent when we come to situations 
involving other utilities and other 
tvpes of principals. For example, 
the Shamrock Towing Company v. 
New York, 16 Fed. 2d 199, Decem- 
ber 20, 1926, instance 
wherein a contractor agreed to hold 
the city harmless for its negligent 
acts and omissions. The Court said 
that the clause covered only those 
situations where the city’s liability 
arose without fault on its own part. 

While the Courts as a rule are 


was an 
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eager to limit the application of 
indemnity clauses so as to exclude 
coverage where the indemnitee is 
negligent, there are still quite a 
number of decisions upholding the 
application of indemnity clauses in 
such situations Despite all the rules 
of interpretation, it cannot be stated 
as a general principle that an in- 
demnity clause which does not ex- 
pressly exclude coverage where the 
indemnitee is negligent will not be 
held to apply in such a case. Where 
the language clearly indicates the 
intentions of the parties that the 
agreement shall include negligence, 
the Courts may well give effect to 
such intention despite their inclina- 
tion to construe the agreement strict- 
ly against the indemnitee. Where 
the indemnitor agreed to hold the 
indemnitee harmless from all loss 
or damage arising from any cause 
or for any reason whatsoever, the 
agreement was held to include dam- 
age occasioned by the indemnitee’s 
own negligence. And the same re- 
sult was reached under a clause 
indemnifying the indemnitee for 
any loss by accident or otherwise. 
In reaching this result, the Courts 
meet the objections occasionally 
raised that the principles of con- 
struction discussed require that the 
indemnitee clause should not ap- 
ply where the indemnitee is negli- 
gent, by the statement that while 
the intent to indemnify against the 
results of the indemnitee’s negli- 
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gence might be clear, it need not 
be expressed and that while such 
contracts are to be strictly con- 
strued so as to favor the indemni- 
tor, no rule of construction can ap- 
ply where there is no ambiguity in 
the clause. 

The Courts have held that where 
a utility enjoys a monopolistic po- 
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sition that it cannot readily contract 
away its own legal liability. For 
example, in the Fairfax Gas & Sup- 
ply Company v. Hadary, 151 Fed. 
2d 939, November 6, 1945, the 
utility was held to be liable for an 
explosion even though the hold 
harmless agreement contained the 
statement, “The company shall not 
be liable for property or personal 
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injury resulting from leakage, fire, 
explosion or from any other cause 
whatsoever.” 

In the electric utility field, we 
have the case of Denver Consoli- 
dated Electric Company v. Law- 
rence, 73 Pac. 39, May 5, 1903, 
which holds that a corporation fur- 
nishing electricity to others for 
lighting purposes cannot relieve it- 
self from liability for negligence by 
stipulation in its contract with its 
patrons that it will not in any event 
be liable for damages to persons or 
property arising, accruing or result- 
ing from the use of its lights. 

There is also direct authority for 
the view that a turnpike company 
cannot by contract exculpate itself 
from liability for its own negli- 
gence. In the case of McWilliams 
v. Kentucky Heating Company, 179 
S.W. 24, October 5, 1915, it was 
held that a turnpike company which 
gave a gas company the right to 
use their road to lay its mains 
could not by contract with such 
company authorize it to exercise a 
less degree of care than is con- 
sistent with the right of the public 
to use the road with reasonable 
safety. 

Irrigation companies in accord 
with their status as public or quasi 
public service corporations, distrib- 
utors of water for irrigation have 
been held incapable of exempting 
themselves by contract from lia- 
bility for their own negligence, but 
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there is also authority for the view 
that this rule does not apply to a 
contract against damage from seep- 
age or back water arising from the 
operation of an irrigation project by 
private corporation. The cases of 
the Evergreen Farm v. Attalia Land 
Company, 157 Pac. 487, May 12, 
1916, and Webster v. North Poudre 
Irrigation Company, 223 Pac. 36, 
February 4, 1924, are in point. 
Public policy forbids a housing 
authority created by statute to con- 
tract against liability from its own 
negligence but here again there is 
also authority to the effect that such 
contract is a valid exercise of the 
contracting power of the housing 
authority. The case of the Housing 


Authority v. Morris, 14 So. 2d 527, 
June 3, 1943, and the case of Manius 
v. Housing Authority, 39 Atl. 2d 
614, October 1944, are authorities 
on both conditions in that rule. 


ConFLICcT OF LIABILITY 


While a telegraph company may 
make reasonable rules and regula- 
tions affecting its responsibility and 
may limit its liability for mistakes 
occurring through no fault of its 
own, the decisions as to the right 
of such a company to limit its lia- 
bility for negligence in the trans- 
mission and delivery of intrastate 
messages are directly in conflict. 
Thus, in many jurisdictions it is 
held that a rule or regulation by a 
telegraph company restricting its 
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A railroad, for example, is not required to carry circus cars 


liability for negligence is contrary 
to public policy, for such a corpo- 
ration cannot by special contract 
avoid liability for the consequences 
of its own negligence or the negli- 
gence of its servants in the trans- 
mission or delivery of an intrastate 
message and printed stipulations 
on the blanks which tele- 
graph messages are to be written 
will not avail it in that respect. In- 


upon 


deed it has been held in one of 
these jurisdictions that the patrons 
of the company are entitled if they 
so insist to have their messages 
transmitted and delivered free of 
all conditions and limitations except 
those imposed by law. However, 
it is the rule in other jurisdictions 
that telegraph companies may by 
special contract containing reason- 
able stipulations limit their liabili- 
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ties to extent for the ordi 
nary negligence of their employees 
which results in mistakes in spite of 
their most stringent regulations or 


oversight. 


some 


most vigilant general 
However they cannot absolve them- 
selves from their own willful mis- 
conduct or gross negligence. 
Contractual agreements are as 
varied as the ingenuity of the a- 
torneys that draft them. Further- 
more, they are in many instances 
written in such cloudy and vague 
terms that their meaning is obscure. 
at all peculiar that the 
Courts are unable to take a clear 
cut position as to what the intent 
of the parties was when the con- 


written in 


It is not 


tracts themselves are 
such unclear language. Actually, 
as a matter of practice, many con- 
tractual agreements are entered into 
on a basis of a compulsion which 
stems from an eager seller anxious 
to keep the good will of a captious 
buyer. It is probably a fiction that 
a contractual agreement represents 
the effort of two parties to contract 
in a certain way. It is probably 
more correct to assume that it rep- 
resents the desire of one party to 
pass off as much of its legal liability 
as possible to another who is more 
or less under the control of the 
party who becomes the indemnitee. 

This is borne out particularly 
in contractural agreements forced 


upon contractors by railroads and 


utilities among others. It is not at 
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all uncommon for a railroad for 
whom a contractor agrees to do 
work which will benefit the railroad 
to require as a prerequisite to per- 
formance of the work that he sign 
a hold harmless agreement which 
attempts to completely remove the 
railroad’s liability for any negligence 
of its own and pass it over to the 
contractor. This is hardly a situa- 
tion of two parties freely contract- 
ing to do a certain thing. It is rather 
a situation where the contractor 
can’t help himself if he wants to get 
the job, and quite often in igno- 
rance of the meaning of the terms 
of the contractual agreement never- 
theless signs it. The propriety of this 
method of doing business is ques- 
tionable. Why should a railroad or 
a utility be relieved of its own neg- 
ligence merely because it has issued 
a contract to someone else? These 
agreements are bad enough when 
they require that the principal be 
relieved when he is contributorily 
negligent; they are exceedingly 
harsh when they are required to 
relieve the principal in those cases 
where the principal is solely negli- 


gent. 


ECONOMIC SQUEEZE 


Similar common situations occur 
in the oil fields where there is an 
endless variety of efforts to pass 
liability on beginning with the ma- 
jor oil company for whom the drill- 
ing is done to the driller, and from 
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the driller to specialty contractors, 
and in certain cases from specialty 
contractors to the driller. It is not 
at all unusual to find a half dozen 
contractual agreements involved in 
the drilling of a well because of the 
number of specialty contractors en 
gaged in this work. Here again it 
is hard to conceive that we have 
a free election by both parties. It 
economic 


is rather a case of an 


squeeze. 


PURCHASE AGREEMENTS 


Millions of purchase orders are 
issued and signed each year by sell- 
ers who probably have no concep- 
tion of the provisions of the hold 
harmless agreement which so often 
is a part of a purchase order. Here 
again it is a case of a seller follow- 
ing the wishes of a buyer with the 
buyer in a position to attempt to 
relieve himself of his legal liabili- 
ties. Many of these purchase orders 
that the 
buyer is relieved of the accidents 


ire equitably drawn in 
that are attributable to the seller's 
negligence. Many others, however 
are attempts to make the seller take 
over the buver’s negligence. But as 
usual, most of them are written in 
the vaguest form, and it is exceed- 
ingly difficult to interpret just what 
was meant. Certainly one thing is 
clear: 
together on what they wished to do 


the two parties did not get 


by way of a contractual agreement. 
It is not at all surprising that 
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the attempts to underwrite con 
tractual liability exposure have been 
years. We 


from having 


troublesome for many 
are still a long way 

a standard rating system since we 
do not have standard contracts. The 
rating 


industry a system of 


values which attempts to measure 


uses 


the degree of liability assumed by 
the indemnitor. Thus we charge the 
highest rates where the indemnitor 
agrees to take over the indemnitees 
sole negligence and the lowest rates 
where the indemnitor agrees to hold 
the indemnitee harmless only for 
the indemnitor’s negligence. 
Obviously there is considerable 
room for the exercise of judgment 
in the rating of contractual agree- 
ments difficult to 


ascertain the meaning of the pro- 


since it is so 


visions of the agreement. This will 
always be the case until some form 
of standardization is achieved in the 
preparation of contractual agree- 
ments. There is no good reason why 
such standardization should not 
come, and the insurance industry 
should do its utmost to bring it 
about. The National Industry Traf- 
fic League clause is an excellent 
example of a standard equitable 
type of agreement. Similar stand- 
ard types of agreements should be 


worked out for construction projects 


of all types, purchase orders, and 


service contracts. The insurance in- 
dustry as a matter of public policy 
should continue to strenuously op- 
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pose those contractual agreements 


which attempt to relieve an in- 
demnitee of his liability for his sole 
negligence. Certain efforts are be- 
ing made in this direction now in 
the oi! industry in the Southwest. 
An id. _1 situation and an equitable 
one would involve an agreement 
where the indemnitor agrees to hold 
the indemnitee harmless for negli- 
gent acts of the indemnitor, and in 
both 


agrees to 


addition where 


parties are 
hold 
that 
negligence which can be imputed 


jointly negligent 


the indemnitee harmless for 
to the indemnitor. 

There is an increasing measure 
of good will in our industrial econ- 


omy. Public relations of which we 
hear so much are certainly not 
helped by the continuing use of 
stringent hold harmless agreements. 
An equitable standardization of 
such agreements would go a long 
way to foster better public rela 
tions. Certainly the utility which 
has forced a user of its product to 
sign a hold harmless agreement is 
not creating good will. And judg- 
ing by the actions of many of the 
Courts the enforceability of many 
stringent provisions is certainly 
highly questionable. A standardized 
approach would in the long run 
provide for the best good of the 


public. 


Wit and Wisdom 


It’s amazing the heights a man can attain by 


remaining on the level 


Castles in the air 
into them. 


Luck is what 
meets opportunity. 


move 


happens 


are all right until we try to 


when preparation 


No one objects to how much you say if you 


say it in a few 


words. 


If all the crutches were laid end to end, there 
still wouldn’t be enough for the lame excuses. 


The difference between perseverance and ob- 
stinance is that one comes from a strong will, 
and the other from a strong won't. 


The Mississippi Agent 





Contract bond business can be 
profitable for the producer 
and here this author-agent re- 
veals some success secrets that 
will be of assistance to others 


Securing Contract Bond Business 


O YOU'VE HEARD THAT contract 

bond business is the “cream of 
the crop”—by virtue of its value to 
your companies and its high scale of 
commission to you. And you want 
to develop this good business for 
your own office, but you've either 
never written any contract bonds or 
your solicitation hasn’t been par- 
ticularly successful. My agency, a 
one-man agency, is situated in a 
town of approximately 43,000 pop- 
For the past six years, 
bond business has been 


ulation. 
contract 
solicited actively by me with fairly 
successful results. Let me tell you 
the methods I used—perhaps they'll 
work in your area also. 

Feeling that I must have a com- 
mon level upon which to meet with 
the people who control my writing 
of this business, I joined the local 
builders’ exchange which is com- 


The author—Mr. Ferguson started his own 
agency in Newport News, Va., in 1936 after 
many years of product selling throughout the 
country. His agency writes a wide variety of 
casualty lines. 


By N. NORWOOD FERGUSON 
prised of general contractors, spe- 
cialty contractors and allied indus- 
try organizations, following which 
I became a member of the Virginia 
chapter of the Associated General 
Contractors of America. This en- 
abled me to meet establish 
contact with the firms which con- 
stantly bid on jobs let by private 


and 


industry and the government. At 
the meetings of these associations, 
I mingle with people of the build- 
ing industry in this area and learn 
of others coming into my territory, 
or hear about superintendents or 
foremen who intend to venture into 
business for themselves. On all oc- 
casions, when invited, I make it 
a practice to attend the meetings 
of the various trade associations, 
such as electrical contractors, mas- 
ter plumbers and the like, feeling 
that these contacts are of constant 
benefit to me. 
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Having placed myself in a posi 
tion to meet prospective clients and 
maintain close contact with those al- 
ready considered customers, I make 
a practice of checking with our larg- 
est local firm of architects whose 
office designs a great many of the 
projects or jobs to be bid. Period- 
ically I visit their office to inquire 
about listings of firrns invited to bid 
and to ask about work which may 
be scheduled for the future. 

I use all of the services of the 
companies which I represent, feel- 
ing that since I, personally, have 
never had the advantage of a com- 
pany insurance-school education, 
company employees can be most 
helpful to me. 

This office uses all reporting serv- 
ices, in addition to listings from 
architects’ offices, that is Dodge re- 
ports, A. G. C. A. listings and Dept. 
of Highway bid 
Immediately upon receipt of the 


announcements. 


reports, as they come in, we check 


the jobs mentioned to see if ary 


of our contractors have secured 


plans. If so, we telephone them 
offering to write their bid bonds. 
If the name of a particular contrac- 
tor does not appear on a job of a 
type similar to the work he cus- 
tomarily does, we bring the job to 
his attention, thinking that he might 
be interested in bidding it, and so 
also proffer our assistance as to the 
bid bond. 

Let me tell you about two ac- 


AND 
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counts handled by this office and 
the they 


secured: 


manner in which were 


PROSPECT INTERVIEW 


About five years ago, in picking 
up a list of bidders on a prospective 
job, the name of one stood out as 
not having previously been in the 
contracting field. Inquiry produced 
the information that he had been 
a general superintendent for a very 
large contracting firm but had sev- 
ered his connections with them to 
go into the general contracting 
business for himself. I telephoned 
immediately, introducing myself and 
asking for an interview which was 
arranged for that day. During our 
preliminary discussion I pointed out 
to the prospective client his need 
for a bonding company, indicating 
the services this office could render 
and went into some detail regarding 
the financial statement. 
An appointment was made for sev- 
eral days later, and in the interim a 


necessary 


company representative was con- 
tacted so that he and I could work 
up the account, bond-wise, together. 
A formal financial statement was 
developed, and we arranged to ex- 
tend the client our service in regard 
to bid and final bonds for this par- 
ticular job. The account has re- 
mained with this office since; my 
client tells me that I was the first 
insurance agent to solicit his busi- 
ness. During the first year, the ac- 
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count developed contract bond pre- 
miums of $7,665.53; during the 
year 1953, some $70,000 odd. 

As a second example: one of the 
contracting firms which we service 
for bonds employed a general su- 
perintendent and an office employee 
who had become dissatisfied with 
their positions, and via the grape- 
vine I learned of their desire to go 
in business for themselves. Before 
any of my competitors were aware 
of this nearly-formed contracting 
organization, it was possible for 
me to contact them, set up their 
insurance program and take a finan 
cial statement so we could write 
their contract bonds. 


CLOSE CONTACT 


In the first instance, will 


note it was my association with the 


you 


architect which made it possible for 
me to develop the account; in the 
that it 
construction 


will see was 
with the 
industry in general which permit- 


ted me to catch an undercurrent 


second, you 


association 


of change. 

Contract bond business requires 
very close contact with the contrac- 
tors. Most of them are prone to 
secure plans, work up their bid fig- 
ures, and only a very short while 
before their bid must be in, con- 
tact their bonding agency which, 
in case of a large job nearing their 
capacity, taxes both the agent and 
the underwriting company. There- 


SECURING CONTRAC 
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F BOND BUSINESS 


fore, we find it to our definite ad- 
vantage to call upon our contrac- 
tors regularly to keep abreast of 
their work plans and to keep a cur- 
rent financial statement on hand at 
all times, together with a fairly ac- 
curate itemization of the amount 
of work which the contractor al- 
ready has on hand. It has been 
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found, too, that it is a good idea 
to know the amount of equipment 
a contractor owns, as you may then 
be in a position to suggest his out- 
fit to others on a subcontract basis, 
rather than as the originating con- 
tractor. We have made it a practice 
also to attend bid openings in order 
to get acquainted with other con- 
tractors and the letting officials. The 
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jobs on which a contractor is work- 
ing are visited from time to time 
too which keeps us familiar with 
what he is doing and able to cope 
with his problems. 

To keep our name constantly be- 
fore contract industry and the per- 
sonnel of the organizations, we at- 
tempt to keep safety kits with our 
name upon them on all jobs and 
have worked out an arrangement 
by which we send out safety bul- 


be 
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letins to the superintendents of 
bonded jobs. 

And has all of this development 
paid? You be the judge—this past 
year it has produced for this office 
approximately $1,800 per week in 
contract bond premiums. 

And this, you will undoubtedly 
realize is smaller than the attend- 
ant lines which go hand in hand 
with the bond business. 


Bound Volumes for 1954 


F YOU HAVE SAVED all your copies of The Journal 
for 1954 and wish to have them bound, mail them 
direct to The Casualty and Surety Journal, 60 John 
Street, New York 38, N. Y., together with check. 
Volume XV (six issues) with “The Casualty and 
Surety Journal, Volume XV” stamped in gold, green 
binding only, $2.75 postpaid. If you wish your name 


stamped in gold in the lower right-hand corner of the 


cover, add 30 cents. 


No orders can be accepted after February 4, 1955. 


It is expected that delivery will be made within eight 


weeks after that date, 
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Liability of Contractor — A husband 
and wife entered into an agreement 
with a contractor for the installation 
of siding on their home. On Saturday 
evening the contractor quit work for 
the week end, leaving his equipment 
on the premises. On Sunday evening, 
as the wife was passing along a dirt 
walk between the rear of the house 
and the garbage pail, she tripped and 
fell over the handle of a pump jack 
belonging to the contractor. Claiming 
that the contractor had negligently 
left the pump jack handle protruding 
over the walk, the husband and wife 
sued him for the resulting injuries. 
The jury returned a verdict in their 
favor and the judgment was affirmed 
on appeal. (Rocray v. Duby (Massa- 
chusetts 1951) 102 N.E. 2d. 436.) 
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Liability of Theatre Operator—During 
the intermission, a woman patron of a 
movie theatre left her seat to go to 
the ladies’ rest room. As she was leav- 
ing the washroom she fell down the 


step leading to the lounge, and was 
injured. In the suit brought by her 
and her husband against the theatre 
operator to recover for the injuries, 
she claimed her fall was due to the 
fact that she did not notice the step 
between the washroom and the lounge, 
although she had successfully nego- 
tiated it on her way into the wash- 
room. The jury returned a $15,000.00 
verdict in favor of the husband and 
wife. The judgment was affirmed on 
appeal. (Simpson v. Doe (Washington 
1952) 239 P. 2d. 1051.) 
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Liability of Bowling Alley Operator— 
A woman bowler was injured when 
her finger was hit by a returning 
bowling ball as she was attempting to 
pick up another ball which had failed 
to complete the turn-up to the holding 
rack. She and her husband brought 
suit against the operator of the bowl- 
ing alley and recovered a judgment, 
which was affirmed by the appellate 
court, (Capua v. Koenig (New York 
1952) 111 N.Y.S. 2d. 763.) 





A HUGE hole was torn in the roof and 
wall of this Indiana plant after an explo- 
sion rocked the factory. An injured work- 
man in the crane on the ceiling was 
rescued by firemen. Four persons were 


seriously injured 


EXPLOSION 


ry ‘ e 
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MOTOR VEHICLE 


FREAK ACCIDENT occurred in Long Island 
when a fully loaded sand truck overturned 
and fell atop this passenger car. The truck 
was making a right turn. The passenger 
car driver suffered multiple contusions and 


lacerations 





DRAMATIC EVIDENCE of hurricane power 
is shown here in the wrecking of a huge 
dockside crane which toppled down a 
Navy flattop that had broken away from 
its moorings in East Boston and keeled 


over in the mud 


BRUSH FIRE raged out of control in a sub 
urb of Los Angeles and destroyed six 
homes. The charred refrigerator and bath- 
tub are all that remains here of one of 
the homes. The fire swept over this entire 


ridge 
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15 CENTURIES B.C., THE 
GNRIANS ESTABLISHED Com- 
MUNAL FUNDS FOR CRLAMITIES 
BY EMPOWERING JUDGES PRIESTS 


AND MAGISTRATES TO COLLECT 
LEVIES ! ph 


SN 
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en 


Back in 1248. He ouxe 
OF WALCRANS OF LIMBOURG, 
IN EXCHANGE FOR A SET SUM, 


INSURED THE SAFETY OF AND WAVES ARE 
TRADERS PASSE, TROUGH _/RIWAYS ON THE SIDE 
OF THE ABLEST 


NAVIGATORS !* 


but eH: (Gi8B0N ) 
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SUPER- BUSY BEE CRACKED UP 

3 AUTOS BY STINGING THE DRINER 
OF ONE OF THE CARS! IT DROVE 
INTO ANOTHER AUTO WHICH CRASHED 
INTO A THIRD MACHINE! 





SASKATCHEWAN MYM $ Mu-- 4 
POULTRY FARMERS {1 5 Wy///AMddllbaG ee “SE fe 
ARE NOW TATiC ING i aa N A SOUTHERN CITY ‘THE 


THEIR CHICKENS (Aare Fy tah gor aah igh hy 

FORESTALL se C7” FIRE vipzeRD “ie HERD 
IN re te ARTERS BUILDING OF TH 

a ea ne eRe DEPRRIMENT! 
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Construction in progress is 
subject to many perils, fire 
and other damages, and the 
author describes here the 
forms of protection available 


Builders’ Risk Insurance 


4 ex TERM “Builders’ Risk” orig- 
inated from the fact that a 
builder usually has a contractural 
obligation to furnish the prospec- 
tive owner with a completed build- 
ing with detailed 
specifications; and consequently, if 


in accordance 
during the construction period a 
fire or similar peril damages the 
property, it is up to the builder to 
make the necessary repairs or re- 
placements, hence we call it the 
builders’ risk. Irrespective of this 
circumstance, and also because un- 
der some conditions it may not be 
entirely consideration 
should be given to including the 
contractor, any sub-contractors and 
the prospective owner in the title 
when issuing a policy. 

The ordinary private dwelling is, 
of course, the most common build- 
ers’ risk, and fortunately the rules 


accurate, 


The author—Mr. Brooks is secretary of the 
Fire Association of Philadelphia. He joined 
the Fire Association Group in 1926 and has 
specialized in fire reporting forms for years. 
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By EDWARD H. BROOKS 


generally provide an easy solution; 
namely, the writing of a policy for 
the estimated completed value, 
with a standard dwelling form and 
at the rate for a completed dwell- 
ing. It is customary to add a state- 
ment in the form to the effect “it is 
understood and agreed that the 
dwelling is in course of construc- 
tion, and privilege is hereby grant- 
ed to complete.” The average 
dwelling is completed in such a 
short period of time, and the rate 
and amount involved are relatively 
small, that normally nothing 
more complicated is required. In 
the case of a high valued dwelling, 
or one expected to be a long time 
under construction, the forms sub- 
sequently discussed could be con- 
sidered, but the need for them is 
rare as respects dwellings. 
However. we have two optional 
clauses appearing in builders’ risk 


SO 





36 THE CASUALTY AND SURETY JOURNAL 


forms which are not ordinarily 
found in standard dwelling forms, 
when the 


used, consideration should be given 


and above method is 
as to whether or not either or both 
might be desirable, and whether 
local rules would permit their at- 
tachment to a policy on a private 
dwelling. The first is the familiar 
clause excluding cost of excavation, 
foundations, etc., and the second a 
clause extending the policy to cover 
temporary structures, materials and 
supplies, and builder’s machinery 
and tools. 


VALUE INCREASES 


As respects higher valued prop- 
erties and buildings generally re- 
quiring a longer construction pe- 
riod, such as office, mercantile and 
manufacturing properties, we have 
the additional factor that the risk 
in the beginning is going to be 
small in amount and gradually in- 
crease during the construction pe- 
riod until the completed cost of 
the building is reached, which may 
be as much as a year or more after 
commencement. Obviously, in such 
cases, it would require an unrea- 
sonable expenditure to purchase a 
policy when the job begins equal 
to its estimated completed cost. Un- 
til some 25 years ago all we had to 
offer to meet this situation was to 
suggest that the policy be issued 
small amount and 


initially for a 


then increased from time to time as 


January 


the work progressed. This was not 
satisfactory, however, as it meant 
that the building was always over- 
or under-insured, and neglect to in- 
crease the policy frequently could 
cause the builder to assume in part 
the risk he had intended to pass 
on to the insurance company. 

As a consequence, the Builders’ 
Risk Reporting Form was devised. 
This form clearly indicates the cir- 
cumstances, i.e., that a building 
in course of construction is being 
covered. The completed cost is in- 
dicated for the insurance company s 
benefit, and it is provided that the 
company will automatically protect 
the increased values as they occur 
subject to a maximum of the com- 
pleted cost, which is stated in the 
form as a limit of liability. It is 


customary to issue such a policy 
when the first materials arrive at 
least 


the site for an amount at 
equal to the value of such materials. 
If, however, a greater amount can 
be purchased for the required min- 
imum premium the greater amount 
should be used. 

The insurance company secures 
the further premiums to which it 
is entitled by the following method. 
Once a month the assured is re- 
quired to report as of an agreed 
date the value completed to that 
time. From this amount is deducted 
the amount initially or previously 
paid for. The balance remaining 
represents, of course, the increase 
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in value during the current month. 
The policy is endorsed to show the 
foregoing figures, and an _ addi- 
tional premium is charged figured 
pro rata from a date midwav be- 
tween the dates of the two values 
to the expiration of the policy. Per- 
haps an example will clarify the 
foregoing. If, for example, the pol- 
icy was originally issued for $5,000 
and at the end of the first month 
the value has increased to $20,000, 
an additional will be 
charged on the increase of $15,000, 
this additional premium being fig- 
ured fron, the date which is mid- 
way between the dates on which 
the two values existed. The in- 
crease of $15,000 has been accu- 
mulating gradually for a period of 
one month. It would over-charge the 
assured to compute the additional 
premium from the beginning of the 
month, and inadequately compen- 
sate the insurance company if the 


premium 


premium were computed from the 
date on which the $20,000 value 
was reached; but by using a date 
exactly midway between the two, 
which is 


we secure an average 
equitable to both parties té the 
contract. At the end of each suc- 
ceeding month a similar report is 
made by the assured stating the 
current value; a similar endorse- 
ment is issued and an additional 
premium charged. This form con- 
templates full insurance to value 
at all times and, therefore, contains 


BUILDERS RISK INSURANCE Oi 


Q”- 


a Full 


Clause. 


Reporting or “Honesty” 
Although a 
clause is not required in most ter- 
coinsurance 


coinsurance 
ritories, the highest 
credit may be applied because of 
this full coverage feature. Builders’ 
risks are usually minimum or class 
rates. In other words, the rates may 
be immediately determined by re- 











Edward H. Brooks 


ferring to the local fire rule book. 

The Builders’ Risk Reporting 
Form has proven quite satisfactory 
over a considerable period, but it 
had not been long in use before 
the companies faced with 
complaints from the building in- 
dustry that it was unduly compli- 
cated. They objected to the neces- 
sity for monthly reports with pos- 


were 
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sible penalty for delinquency or 
inaccuracy, and also to the neces- 
sity for monthly endorsements and 
payment of additional premiums 
monthly. An additional complaint 
was that the contractor or builder 
could not accurately estimate in 
advance the cost of insurance under 


this form. 
COMPLETED VALUE 


In order to overcome all of these 
complaints the Builders’ Risk Com- 
pleted Value Form was devised. 
Under this form the policy is issued 
initially for the maximum com- 
pleted value of the proposed build- 
ing. It is important that an ade- 
quate figure be determined because 
the form contains the equivalent of 
a 100 percent coinsurance clause. 
If, however, during the term of the 
policy the amount selected is found 
to be inadequate it can be in- 
creased by endorsement, such in- 
crease to be effective from date of 
inception. 

Now, instead of adjusting our 
amount as under the Reporting 
Form, we are writing our policy for 
the completed value; and, conse- 
quently, to arrive at an equitable 
premium we reduce the rate which 
would normally apply to our risk 
with credit. 
The reduction factor varies some- 
what in a few territories, but gen- 
erally speaking requires the use of 
55 percent of the normal full cov- 


highest coinsurance 


January 


erage rate for this form. It will be 
noted that the Completed Value 
Form overcomes all of the objec- 
tions to the Reporting Form as 
previously stated. No further re- 
ports are required to be made to 


the insurance company. No month- 


ly endorsements or additional pre- 
miums are required, and given the 
location of the proposed building, 
the nature of its construction and 
its cost it is possible to obtain im- 
mediately the cost of insurance for 
any given term. 

I have often had the feeling that 
we in the insurance industry con- 
cern ourselves a lot more than our 
customers do about a modest dif- 
ference in cost; and, therefore, as- 
sume that the average producer, 
having reached this point will have 
a considerable curiosity about the 
relative cost of these two forms. 
When the Completed Value Form 
was in course of preparation sev- 
eral leading companies reviewed all 
canceled and expired reporting 
form policies in their file in order 
to determine what percentage of 
the rate would have to be charged 
for this new form to produce the 
same premium as would have been 
produced under a reporting form. 
There was little variation in the 
reports of the several companies, 
and they all found the percentage 
to be slightly in excess of 45 per- 
cent. Because this was a new form, 
and we had no experience with 
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If during the construction period a fire damages the property, 
it is up to the builder to make the necessary repairs 


anything of the sort, and because 
we were providing exactly what 
had been requested, it seemed only 
reasonable to allow a slight factor 
of safety and the figure of 55 per- 
cent was selected. It was therefore 


anticipated that the Completed 
Value Form would produce for the 
company at least as much premium, 
and perhaps a little more, on any 


given risk as would have been pro- 
duced under the Reporting Form 
with its monthly endorsements. 
This assumption has proven correct 
as is demonstrated by the fact that 
there has been evidence recently 
of a trend toward reduction of the 
factor from 55 to 50 percent. The 
answer, then, is that the Reporting 


Form is the cheapest, but that the 
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Completed Value Form is the sim 
plest for the assured and will re- 
quire less effort on his part. On this 
account the latter is probably sold 
more often today, the only notable 
exception being the larger contrac- 
tors who are, perhaps, more cost 
conscious and have given the sub- 
ject sufficient consideration to rec- 
ognize that the Completed Value 
Form will cost them about 20 per- 
cent more on the average than the 
Reporting Form. 
VANDALISM LOSSES 

have been 


basic 


The 


considering thus far is fire. Being 


peril we 


in the process of dictating these 
remarks by candlelight, as the re- 
sult ot 


hurricanes, the writer feels obliged 


one of our recent Eastern 
to remark that all fire policies these 
days should also carry the Extended 
Coverage Endorsement. Bearing in 
mind the type of risk we are con- 
sidering, i. e., a building being 
erected over a considerable period 
of time with workmen busily en- 
gaged all day but perhaps lightly 
attended, if at all, after 4 or 5 P.M., 
it is suggested that the Vandalism 
Malicious Mischief 


current modest 


and Endorse- 


ment at its cost 


should be considered on every 
builders’ risk. Surely all of us can 
remember the extreme interest we 
had as children in any building op- 
eration in our neighborhood. If it 


he true that we have a higher per- 
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centage of juvenile delinquency to 
day, the Vandalism and Malicious 
Mischiet 
increasing importance. Of the num 


Endorsement may be of 


erous vandalism losses we have 


had on builders’ risks in recent 
years, | can cite one interesting case 
where a dwelling which was almost 
completed was entered by a group 
of teen-agers who proceeded to 
shoot up the beautiful plumbing 
fixtures in the bathroom and kitchen 
with a 22-calibre target pistol, in 
less important 


addition to other 


damage. In selling this coverage 
however, it should be pointed out 
that it excludes purely theft losses 
and also glass breakage. 

Both of the builders’ risk forms 
contemplate coverage to full value 
as indicated, but because they both 
contain something similar to a 100 
percent coinsurance principle, full 
coverage is dependent upon ade 
quate reports and valuations. If 
there be any doubt, the amount 
used should be kept slightly on the 
high side, since too low an estimate 
can penalize the assured in event 
of a loss. 

The rules in most territories per- 
mit pro rata cancellation of build- 
ers’ risk policies on completion of 
the building. Both forms prohibit 
occupancy of the building without 
endorsement of the policy, which 
would ordinarily require a rate ad- 
justment also. While these forms, 
and the rules for them are quite 
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uniform nation-wide, the rule book 
of the local fire rating organization 
should be consulted for minor 
variations. 

While it is not clearly brought 
out in rule books, in most territories 
it is permissible to write a reporting 
form covering an entire dwelling 
operation which may consist of a 
number of separate units, using the 
normal rate for completed dwell- 
ings in the area of the operation. 
This provides a very convenient 
coverage because frequently, in ad- 
dition to the steady pace of new 
construction, there will be involved 
the sale of completed dwellings so 
that the “builders’ risk” at the end 
of the month may sometimes show 
reductions rather than increases. 

There is also available in many 
territories a contractors’ auto-cov- 
erage which provides temporary 
protection for a builder who fre- 
quently undertakes new jobs, pend- 
ing the issuance of a specific policy 


for each job. 


te 
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In some cases we are asked to 
protect the interest of one or more 
contractors in any given building, 
eliminating the others. This can be 
accomplished conveniently unde 
the Reporting Form by merely 
naming the interests it is desired to 
cover. For example in some cases 
we are asked to cover only the 
plumbing or electrical contractor, 
and in other cases it is desired to 
cover the general contractor, but 
not the sub-contractors who are 
providing their own insurance. In 
some territories there is a special 
endorsement form available for 
accomplishing this same purpose 
under the Completed Value 
Form. 

In our business, when we are 
faced with a customer’s problem, it 
is always most gratifying when we 
feel we can offer several options, 
one of which should meet the needs 
and desires of any client. This, I 
believe, is true as respects builders’ 


risks. 


There is no right way to do a wrong thing. 


The amount of sleep required by the average 
person is about five minutes more. 


No brain is stronger than its weakest Think. 


V.A.LA. (Virginia) News 





Banks and other financial in- 
stitutions are taking a calcu- 
lated risk if they lack this 
type of protection; the author 
outlines some sales-producing 
arguments 


Error or Accidental Omission? 


HE CORRECT NAME, OF COURSE, 
Be Errors and Omissions In- 
surance, needed by savings banks, 
cooperative banks, trust companies, 
building and loan associations, life 
insurance companies or any lend- 
ing institution investing money in 
mortgages. 

This 


available for over thirty years but 


form of cover has been 
never much of it purchased, About 
three and one-half years ago the 
form was broadened; extended cov- 
erage perils were made available 
and the fire rate cut in half. 

Still, most b.nks haven’t bought 
this vital form of protection, and 
thus we use the title—Error or Ac- 
cidental Omission? It isn’t an acci- 
dental omission on the part of the 
banks this protection hasn’t been 
they 
know about it. Is it an error on the 


bought, because certainly 


The author—Mr. Eager is assistant secretary 
ef the Employers’ Fire Insurance Company 
and the American Employers’ Insurance Co. 
He has been engaged in fire underwriting 
for more than 25 years. 


By ROBERT W. EAGER 

part of the bank? Possibly—but 
still, in spite of the cost being cut 
in half a few years ago, the lack 
of buying on the part of the bank 
may be due to the expense or 


banks 


may be taking a so-called calcu- 


premium cost. However, 
lated risk on not having Errors and 


Omission protection due to the 
cost, making the comparison based 
on their own past experience over 
a long period of years. 

But is that Shouldn't 
banks consider not their past ex- 
perience but the future? Particular- 
ly where today and from now on 
insurance policies will be written 
for a term of five years on an In- 
stallment Premium Payment Plan 
basis—the widespread use of the 
so-called package policies—the va- 
rious forms existent today that may 
be purchased—the still increasing 
building values—the easing of loan 


correct? 
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restrictions creating mort- 
gages—all of this is an additional 
burden on the personnel in the lend- 
ing institution responsible for fol- 
lowing closely and supervising the 
correct receipt and maintenance of 
fire insurance policies covering the 
various properties in connection 
with which mortgage loans have 
been made. 


more 


Cost FACTOR 


Let us return to the premium 
cost as the factor. As you ro doubt 
know, there is a 10% co-insurance 
feature in an Errors and Omissions 
policy to the degree it is necessary 
for the bank to have Errors and 
Omissions insurance in an amount 
at least equal to 10% of the tetal 
amount of all outstanding mort- 
gage loans. If this 10% requirement 
was reduced to 5%—thus the pre- 
mium cost half— 
would banks and similar concerns 


is reduced one 
then buy this very necessary low 
cost insurance protection? 

If a sufficient number of banks 
would signify their intention to 
buy I venture the guess the insur- 
ance business as a whole would 
revise this policy from 10% co- 
insurance to 5% co-insurance. 

In any event, along this line, 
in one of our Eastern states, 375 
banks are being bulletined making 
this inquiry. 

Briefly explaining Errors and 
Omissions insurance, it is coverage 


for an indirect or consequential 
loss occurring when (1) property 
on which there is a mortgage is 
damaged and (2) the direct prop- 
erty damage insurance is inade- 
quate to such an extent the interest 
of the mortgage (lender) are af- 
fected. If this inadequacy arises 


out of an unintentional error or 
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omission on the part of an officer 
or employee or agent of the bank 
or lending institution, then Errors 
and Omissions insurance furnishes 
the mortgagee with the required 
recovery. 

The coverage is written blanket 
over the entire portfolio of mort- 
gages held by a single institution 
named as the insured in the policy. 
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It does not cover properties which 


the insured (lending institution) 
itself happens to own. The protec- 
tion is only on those properties 
where the insured holds the mort- 
gage 


only, not the property owner. 


and covers the mortgage 
The Errors and Omissions pol- 


icy is written by attaching the 
Errors and Omissions form to an 
ordinary fire policy and where re- 
quired the Extended Coverage En- 
dorsement No. 4 may be attached. 

Inasmuch as many Errors and 
Omissions policies have been in- 
correctly sold or purchased since 
the date it has been possible to 
grant the attachment of the Ex- 
tended Coverage Endorsement, the 
use of this endorsement should be 
explained. 

The Errors and Omissions form 
states that the Extended Coverage 
Endorsement applies only to prop- 
erties where the insured’s interest 
therein includes a contractual right 
(expressed by written agreement) 
to include the Extended Coverage 
Endorsement as a part of the re- 
quired insurance to protect the in- 
interest. Yet 
Omissions policies have been sold 


sured’s Errors and 
when the loan agreement between 
the bank and its client does not 
require the Extended Coverage 
Endorsement. In those cases there 
would be an unsatisfactory loss ad- 
justment. 


Also there are instances where 
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for the past few years the Extended 


Coverage Endorsement has been 
made a part of the loan agreement 
or a supplementary agreement, 
sometimes referred to as a letter of 
has been adopted. 


untold 


commitment, 
Nevertheless, 
numbers of 
in force where the Extended Cov- 
erage Endorsement has not been 


there are 
mortgage agreements 


required. 

It should be clearly understood 
the Extended Coverage portion of 
the Errors and Omissions policy 
applies only in those individual 
instances of loss where such cov- 
erage was required and then, in 
spite of exercising due diligence, 
an unintentional Error or Omission 
in procuring the coverage oc- 
curred. 

Most mortgage departments of 
life insurance companies, building 
and loan associations, banks and 
other institutions which regularly 
invest their mortgages 
have set up efficient systems for 


money in 


the purpose of supervising their 


mortgage loans and the physical 
properties behind them. 
Each system is usually 
established so that the chance of 
errors or which may 
cause the lapse or non-renewal of 
minimized. 


well 
omissions 


insurance policies is 
Yet, in any well-run organization 
there is always the possibility that 
something may go wrong. To meet 
such a contingency is the purpose 
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In any well-run organization, there is the possibility something may go wrong 


of Errors and Omissions coverage. 
The 


Omissions insurance by no means 


purchase of Errors and 


relieves a mortgage company (the 


insured) from maintaining a svys- 
tem, expensive as it may be, to see 
to it that all direct property dam- 
and 


insurance is correct 


on mortgaged property. 


age fire 
in order 


There are many instances of 


how a loss could occur, such as 


improper binding of fire insurance, 
failure on the part of the client to 
promptly furnish or not deliver at 
all the fire policy, error in descrip- 
tion, error in the term of the policy 
noted on the bank’s records, and 
finally “a co-insurance deficiency.” 

A word of explanation about the 
co-insurance 


deficiency problem 


could arise as follows—assume a 


bank's client has a building valued 
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at $100,000. This client has a 
mortgage of $15,000 and furnishes 
the bank with a fire 
policy in the amount of $15,000 
written with the 80% co-insurance 
clause. Let us further 
fire loss occurs to this building in 
the amount of $50,000. The adjust- 
loss develops the 
client should have 
carrying $80,000 fire insurance 
but only had the $15,000 policy 
written with 80% co-insurance. The 
loss is adjusted on the basis of 
$15,000 to $80,000 (the amount 
of insurance carried over the 
insurance that should 
have been carried), so the insur- 
ance company will pay $15,000 to 
$80,000 of the $50,000 loss, or a 
total loss payment of $9,375. There 
is then left a deficiency of $5,625. 

This $5,625 will be paid to the 
bank under the Errors and Omis- 
sions policy, but the bank must in- 
dicate this co-insurance deficiency 
arose from an accidental error or 
omission. Something was done in- 
correctly or in error in the normal 
procedure of the bank’s checking 
the adequacy of the insurance prior 
to allowing the loan. It should 
seem necessary then for the bank, 
in its normal procedure of making 
its requirements for insurance 
where a fire policy bearing co-in- 
surance is to be issued, to make 
certain that, after having secured 
the proper appraisal and having 


insurance 


assume a 


ment of the 


bank’s been 


amount of 
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decided upon the loan, considera- 
tion be given the additional step 
of requiring all other fire policies 
on the insured building be certi- 
fied to the bank. Thus, even 
though the loan may be a small 
part of the total value of the in- 
sured building, there must be 
maintained by the bank’s clients 
sufficient fire meet 
the requirements of the co-insur- 
ance clause in the policy held by 
the bank, 

Just recently one of the largest 
life insurance companies in the 
world bought Errors and Omis- 
sions insurance covering their 


insurance to 


country-wide portfolio of values 


represented by mortgage loans. 
Wouldn’t you think, then, if this 
large and powerful life insurance 
company feels it is proper to in- 
clude Errors and Omissions insur- 
ance as a protection, all other lend- 
ing institutions would even more so 
consider it necessary to add this 
form of coverage in their list of 
“musts” insurance furnished by 
the banks’ clients. 

Once again, then, as an agent 
or broker, approach your bank or 
neighborhood loaning concern and 
talk about Errors and Omissions in- 
surance. If your bank has this in- 
surance, explain it again, particu- 
larly the Extended Coverage fea- 
ture, so in the event of a future 
loss there will be no misunder- 
standing. 
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If you haven't sold this coverage 
or explained it, the bank will cer- 
tainly feel unkindly toward you at 
the time of an uncovered loss and 
perhaps take from you the present 
lines you are writing, such as the 









































bankers’ blanket bond, the regis- 
tered mail policy, valuable papers 
coverage and the direct property 
damage risks on the properties the 
bank holds as owner. 
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“Remember you fired me because I couldn’t find those Harris papers back 
in 1912? I just happened to remember where I put them!” 





Usable Ideas for Today 


Druccists’ LIABILITY 

Here are typical examples of cases 
that would have been covered under 
Druggists’ Liability: 

A man asked for triple bromide tab- 
lets and received tablets of bichloride 
of mercury. Although the clerk prop- 
erly designated the nature of the drug 
on the box, the purchaser omitted 
reading the label and, after taking one 
of the tablets, became gravely ill. At 
the hospital a pump was used to re- 
move the poisonous substance from 
his system but ulcers formed in his 
stomach and he was caused to suffer 
pain and anguish. There was a sub- 
stantial recovery — (Moran v. Drake 
Drug Co., 134 N. Y. Supp. 995). 

Mistakes made in filling prescrip- 
tions can often result in tragic injuries 
which, in turn, may result in large 
verdicts at the hands of sympathetic 
juries. Such mistakes may take the 
form of excessive quantities of pre- 
scribed drugs or unequally divided 
doses; wrong drugs may be substituted 
because of illegible directions, reliance 
upon the misstatements of associates, 
or confusion in bottles and other con- 
tainers; and no small number of in- 


juries have been caused by careless- 
ness in writing the prescribing physi- 
cian’s instructions with respect to the 
manner in which the medicine is to be 
“used.” 

The new endorsements to add Re- 
tail Druggists’ Liability to the cover- 
age provided under either an Owners’ 
Landlords’ and Tenants’ Liability pol- 
icy or a Blanket Liability policy are 
available for use in your state. 

This new insurance form covers the 
total “products” exposure plus the 
“professional” exposure described in 
the several endorsements and the new 
Druggists’ Liability manual. 

There are expensive legal fees in- 
volved in any product liability suit, 
whether the druggist is actually found 
liable or not. Liability claims are not 
good for any store. It is much to the 
retail druggists’ advantage if an insur- 
ance company can step into the de- 
fense and handle it in a quiet, prof- 
fessional manner. 

Many agents have pointed out the 
desirability of including Druggists’ Li- 
ability by endorsement to the Blanket 
Liability policy. Now this can be done. 

—The General Agent 





USABLE 


CuppLy HaAzarp 

Man’s best friend—the dog. Lovable, 
loyal, cuddly. They can certainly get 
to be high on the list of family affec- 
tions. But they can also be a nuisance. 
At times the loyal little beggars can 
get you into major trouble. Sometimes 
they rip up neighbor’s porch furniture 
or damage precious rugs. They can 
and create 
lawsuits. Your dog-loving client needs 
Liability insurance. Have you sold it 


to him? 


upset motor cars serious 


General’s Revieu 
7 

Key-HoLer 

Playing on the human trait of curi- 
osity, one agent used water paint to 
cover all his display window except a 
portion shaped like a key-hole. As 
passe rs-by eagerly peeped through the 
key-hole, they saw a well-illuminated 
sign with the message, “The key to 
protection and peace of mind is ade- 
quate insurance.” 

—The Marylander 
1 

Town Topics 

A rather unusual incident has arisen 
in one Connecticut town that shows 
the need that exists for towns to carry 
Liability insurance. A young lady was 
injured by a fall on town property in 
1947 and she subsequently sued the 
town for negligence in not maintaining 
sidewalks in proper condition. A Supe- 
rior Court awarded her a $30,000 
judgment and the town was forced to 
pay her out of the town’s budget. The 
situation resulted in heavily increased 


taxes to pay the deficit. 


Town attorney Raymond Dunn 
stated that towns in the area 
have not found it advisable to carry 
insurance covering such incidents, but 
here is one case in which it really 
proved costly not to carry insurance. 


most 


IDEAS FOR TODAY 19 


Undoubtedly there are many other 
towns that need Liability cover and 
are waiting for the enterprising insur- 
ance salesman who can show the need 
for the insurance and sell the cover. 
Rough Notes and 


The Casualty Insuror 
f- eS 
Cows Cost MonNEy 
If a child or any person walks in 
front of a car or truck and is killed or 
injured, even though the truck is 
wrecked and its occupants injured, 
who is likely to pay? The owner of 
the vehicle, and his insurance com- 
pany, of course. But when a cow or 
other farm animal wanders onto the 
highway in front of a speeding car or 
truck, wrecking it—then who pays? 
The owner of the animal! Sell Farn 
Liability. 
—The Local Agent 
a 


Make Ir SNAPPY 

Anyone who has read Winston 
Churchill’s five volumes of World War 
II memoirs cannot fail to have been 
impressed by the closing words of a 
great many “minutes” he addressed to 
Services, industrial and government 
leaders: “Pray let me have a short re- 
port,” he would say, “on one page.” 

There isn’t a doubt about it that 
Britain’s war time, and present Prime 
Minister—apart from the more pub- 
licized pinnacles of historic achieve- 
ment that are his right—is the star 
salesman of our era. When the whole 
story of his recent meeting with Presi- 
dent Truman becomes known it is 
likely to be apparent that the deal for 
a million tons of steel was negotiated 
by a man whose exact knowledge and 
deep sense of “mission” required noth- 
ing more in support of argument than 
“a short report on one page.” 

Selling insurance in the million-tons- 
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of-steel bracket, or a plain PPF policy, 
is a “mission” too—in the sense that by 
far the bulk of benefits involved in 
such transactions accrue to other than 
the salesman. Those presenting the 
case for Insurance, or any particular 
policy of insurance, can certainly tend 
to confuse their mission by opening up 
brief cases that are far too bulky. The 
necessity for producing more than “a 
short report, on one page” is only 
likely to arise in dealings with a pros- 
pect for insurance cover when there is 
poverty of precognition on the part of 
the person proposing it. Exact fore- 
knowledge of the subject to be dis- 
cussed is a “must” for insurance sales 
people as it is for big international 
brass. The thinner the brief case, the 
less thorny will be that road to a com- 


pleted sale—but all the answers must 


be there, poised in an orderly and thor- 
oughly instructed mind, for produc- 


tion as the sales interview progresses. 
Intensive pre-study of a prospective 
account, plus “a short report—on one 
page,” can win customers and influ- 
ence higher earnings for those who 
sell insurance. It is hard to imagine 
Churchill fumbling through a fat port- 
folio of extraneous material when en- 
gaged on a big job of selling. 
Canadian Underwriter 
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GIVEAWAY 
To check the effectiveness of an 
advertising program offer a giveaway 
an inventory book, budget book, or 
something of that sort—to anyone 
writing in for it. 
The Marylander 
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OpporTUNITY KNOCKS 

Do you ever ask your clients to trust 
your judgment and let you handle 
their insurance? Do you ever suggest 
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to them that it might be best for them 
to let one agent handle all of their 
business and take the responsibility? 
If you do or even if you don’t, beware! 
Because when the insured makes up 
his mind that you are his insurance 
agent he is quite apt to forget to tell 
you. And, sees an uncovered claim 
comes along, his wrath will be just as 
great as if he had said, “Here, Bill, I’m 
going to leave all my insurance poli- 
cies in your lap!” 

Of course this is not apt to happen 
if you have sold him only one policy 
although he carries many, but if you 
have ever made a survey, or tried to, 
or preached about the value of having 
one agent you had better play safe by 
checking the risk carefully at renewal 
time, following up on all coinsurance 
risks every six months in times of 
rising values, and by being familiar 
with all new forms as they come out 
sO you can recommend to him those 
covering his exposures. Businessmen 
are learning to put their trust in local 
agents. The good ones will seize the 
opportunity. 

—The Local Agent 
a 
HuMor IN ADs 

Try a little humor in your small 
advertisements. Cartoons draw atten- 
tion, put the reader in good humor 
and make grim facts more palatable. 
Cartoons, of course, should be made 
to tie in with “copy.” 

—General’s Review 
a 
Gass EXPANSE 

When you see the wonderful super- 
markets rising on the outskirts of every 
large city, with huge parking lots to 
take advantage of the fact that most 
housewives would prefer to shop where 
it is easy to park rather than in a little 
store around the corner, one of the 
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most imposing facts is the expanse of 
glass—the great glass front, the glass 
doors that open as one approaches, 
and the glass counters and food cases 
with which the store is equipped. The 
owners are proud of their shiny new 
stores and fearful of breakage. First 
agent on the job will usually get the 
business. Canvass all glass-equipped 
stores in your community. Many of 
them will be covered, and, if a new 
one breaks ground, talk to the owners 
about glass insurance. It may lead to 
glass insurance and much larger pre- 
miums, too. 


—The Local Agent 
a 


FOREIGN STAMPS 


For a direct mail campaign one 


agent purchased a large supply of 
foreign stamps. After the salutation of 


each letter he pasted down several 
stamps and then tied in his sales idea 
with “no matter 
where you go, The Personal Property 
Floater . . .”, “The word for fire may 
be different in every country, but the 
result is the same . . .”, etc. The let- 
ters were so well liked that people 
stopped him to ask when they would 
receive another “stamp” letter. 


such sentences as 


—The Marylander 
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PROMOTION IDEA 

Would your district have been worse 
off if you hadn’t sold insurance? What 
about preparing a “for instance” book 
about your agency showing (sans 
names, of course) local cases where 
insurance “saved the day”? Every 
agency must have dozens of examples 
of salvation through insurance. It could 
be divided into Fire, Accident & Sick- 
ness, Burglary, Fidelity, etc. If you 
are looking for a promotion idea this 


— 
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might be it. Example of title “We 
Sold Them, We Saved Them”—a brief 
history of the effect of the Blank 
Agency on the history of our town. 
—General’s Review 


,rf 
ForRGOTTEN LINE 
Speaking of Burglary, it still ranks 
among the forgotten lines. Your pros- 
pect might argue that chances of his 
getting robbed are slim and he 
“wouldn’t lose much anyway.” That 
is the time to picture to him the plight 
of the man who recently lost his tele- 
vision set, wife’s fur coat, and son’s 
new bicycle. Remind him that is an 
awful lot of luxury to have to replace 
all at once and that he can have pro- 
tection against it ever happening to 
him for about half the daily cost of 
his newspaper. 
—General’s Review 
7 


Movinc Day 
When you see a sign advertising a 
home for sale which is still occupied 
you know that someone is about to 
move. When he does he will need Trip 
Transit insurance. Be the first to sug- 
gest it to him. That is one way to get 
him on your books as a customer. Why 
not get in your car and make a census 
of the community on houses for sale, 
then arrange the addresses in order of 
geographical location and start out on 
a campaign to convert all of these 
people to Trip Transit insurance. It 
will get you in and establish a con- 
tact even if you don’t make a sale, but 
actually, you will usually make the sale. 
—The Local Agent 


a 
Mart. APPROACH 
To obtain the best results, persons 
to whom pre-approach letters are to be 
mailed should be well selected. Before 
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sending the letters, prospects should 
be qualified as far as it is possible to 
do so, Individuals who are likely to 
be uninsurable because of age, occu- 
pation or physical condition should, of 
course, be eliminated from the mailing 
list. Letters should be directed only 
to persons who should prove to be de- 
sirable risks and who will prove to be 
eligible for the coverage the producer 
proposes to discuss with them. 

By knowing in advance the qualifi- 
cations of each prospect, the producer 
is in a position to organize his sales 
presentation. In addition to presenting 
a plan of coverage for the prospect 
himself, in the course of the interview 
the producer should not overlook de- 
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veloping information concerning the 
need of protection for members of the 
prospect's family, in order to be able 
to offer proposed coverage plans for 
the eligible dependents of the prospect. 
As the result of valuable experience 
gained in the course of interviews se- 
cured through the use of pre-approach 
letters the sales presentations of pro- 
ducers can profitably be revised and 
improved from time to time so that 
they become increasingly effective. 
Pre-approach letters are not intended 
to do a selling job—that is up to the 
salesman—but when used to good ad- 
vantage pre-approach letters can help 
producers to make more sales. 
—The General's Revieu 


The time to start arranging to have pleasant 
memories for your old age is when you are 


young. 


Poise is the ability to be ill at ease 


urally 


Many small boys 


are 


nat- 


just the type their 


mother would not want them to associate with. 


One way to keep friends is not to give them 


away. 


Good advice to girls is never to play ball 
with a man unless he furnishes the diamond. 


The Indiana Agent 





Insuring Money and Securities 


This is the second and conclud- 
ing instalment of a two-part article. 
The first instalment was published 
in the November, 1954, issue of 


the JouRNAL. 


One illustrative example of a 
reference to money in an abstract 
sense would be a statement to the 
effect that, the of the 


death of a key executive (or of a 


as result 


partner in the case of a co-partner- 
of 
of an individual proprietorship), 


ship on the owner in the case 


a business institution had suffered 
a million dollar loss. Obviously, 
loss could not 


however, such 


be thought of as coverable by the 


a 


kinds of insurance affordable under 
the Money and Securities Policy. 
The death of a person could not 
in itself directly cause any actual 
disappearance or 
of 
corporeal items of money. 

In the 
numbered 1 to 9 inclusive, all the 
“Exclusions” contained in the M&S 
Policy are described and endeavors 
are made to indicate the primary 


destruction or 


wrongful abstraction tangible 


following paragraphs 


intents underlying them. In these 


The author—Mr, lago is vice president of the 
Fidelity and Deposit and American Bonding 
Companies, joining them in 1921. 
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By JOHN J. IAGO 


numbered paragraphs, the “Exclu- 
sions’ do not appear in the same 
order in which they appear in the 
policy but rather in an order which 
seems to be possibly better suited 
to a non-technical, non-legalistic, 
running commentary such as this 
article endeavors to be. 

1. One “Exclusion” makes a 
stipulation to the effect that the 
policy “does not apply to loss 
of manuscripts, records, accounts.” 
Although on first thought this ex 
clusion may seem to be unneces- 
sary and superfluous, nevertheless, 
having it in the policy may pre- 
clude the possibility of some mis- 
understanding. The word “Securi- 
ties” is given a very broad compre- 
in the M & S 
Policy. It is defined to include “all 
non-negotiable 
instruments or contracts represent- 


hensive definition 


negotiable and 
ing either money or other prop- 
In of 
some financial transaction, such as 
that 
page or on a card or on some man- 


erty.” one sense a record 


made on a ledger account 
uscript, might be thought of by 
some as being somewhat represen- 


tative of money. Obviously, how- 
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ever, the destruction or disappear- 
ance of a page or card or manu- 
script on which that record was 
inscribed would not be equivalent 
to, or even truly comparable to, 
the destruction or disappearance 
of a tangible, corporeal item of 


money. 


ARITHMETICAL ERRORS 


2. Another “Exclusion” makes a 
stipulation to the effect that the 
policy “does not apply to loss 
due to .. . accounting or arithmet- 
ical errors or omissions.” It is, of 
common 


course, knowledge that 


errors and omissions inevitably 


occur in the accounting, clerical, 


record-keeping, and other related 


operations of every business con- 


cern. Sometimes such errors or 
omissions have the effect of throw- 
ing the books or accounts of the 
concern temporarily out of balance 
and that may create an appearance 
of a shortage in the concern’s 
funds. But, when the error or omis- 
sion is brought to light, it imme- 
that 


there was no actual disappearance 


diately becomes apparent 


of tangible, corporeal money or 


securities. Then, too. arithmetical 


errors in the course of making 


change occasionally cause 


small losses which by 


may 
reason of 
their nature cannot be the subject- 
matter of insurance. 

3. Another “Exclusion” makes a 
stipulation to the effect that the 
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“loss inside the premises” or “Cov- 
erage A” insuring agreement of 
the M & S Policy does not apply 
“to loss of money contained in 
coin operated amusement devices 
or vending machines, unless the 
amount of money deposited within 
the device or machine is recorded 
by a continuous recording instru- 
ment therein.” The primary intent 
exclusion is to 


underlying _ this 


eliminate coverage on coins con- 
tained in so-called “one-arm ban- 
dit” 


sometimes 


gaming machines that are 


maintained in clubs, 
hotels, cafes, restaurants and other 
similar establishments. However, 
there are many types of legitimate 
coin-operated merchandise-vending 
devices 


machines or amusement 


whose coin-contents are covered 
under M & § policies because the 
machines or de. es meet the re- 
quirement for a record set forth 
in this “Exclusion.” 

4. Another 


a stipulation to the 


“Exclusion” makes 
effect that 
the policy does not apply “to loss 
due to the giving or surrendering 
of money or securities in any ex- 
change or purchase.” Unless such 
an “Exclusion” were embodied in 
the policy, an insurance company 


held 


wherein, as a result of bad judg- 


might be liable in a case 
ment in making a purchase or ex- 
change, a business concern paid 
that 
proved unsatisfactory or not up to 


out money for merchandise 
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sample or representation. Obvious- 


ly, insurance companies cannot 
guarantee to business men that all 
the purchases or exchanges made 
by their employees will be based 
upon infallible judgment. 

5. Another “Exclusion” makes a 
stipulation to the effect that the 
policy “does not apply to loss due 
to war, whether or not declared, 
civil war, insurrection, rebellion or 
revolution, or to any act or con- 
dition incident to any of the fore- 
going.” Not long ago, some efforts 
were made to have the U. S. Con- 
gress enact legislation whereby the 
Federal Government would agree 
to provide indemnity for destruc- 
tion of property caused by war 
risks. The 
enact the proposed legislation, and 
one of the reasons that prompted 


many Congressmen to vote in op- 


Congress refused to 


position to it was a conviction on 
their part that the possibilities of 
war damage and destruction are 
now so great that even the Fed- 
eral Government doesn’t have 
enough financial resources to as 
sume full liability for them. Ob- 
viously, if that is true of the Fed- 
eral Government with its virtually 
unlimited taxing power, it 
tainly has to be true of private 
insurance companies. 

6. Another “Exclusion” makes a 
stipulation to the effect that the 
policy does not apply “to loss due 
to any fraudulent, criminal or dis- 


cer- 
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honest act by any Insured.” Ob- 
viously, no insurance company can 
ever undertake to insure anybody 
against loss of money or securities 
sustained by him as the result of 
his own fraudulent or dishonest 
act. 

The “Exclusions” dealt with in 
the foregoing paragraphs numbered 











John J. Iago 


2 to 6 inclusive are “absolute” in 
the sense that what they exclude 
from the scope of coverage under 
the M & S Policy cannot readily 
be insured against under other in- 


surance policies or contracts. In 
“Exclusions” 


other words, those 
deal with what may properly be 
called the “uninsurables.” But the 
remaining “Exclusions,” dealt with 


in the following paragraphs num- 
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bered 7 to 9 inclusive, are not 
“absolute.” What is excluded by 
them can readily be insured against 
under other policies or contracts 
and should, by all means, be so 
itherwise insured in every case. 
7. Another “Exclusion” makes a 
stipulation to the effect that the 
Money and Securities Policy does 


not apply to loss due to any fraud 


ulent, dishonest or criminal act by 
any employee or authorized rep- 
resentative of the Insured, or by 
any officer, director, or trustee of 
This 


means, 


the Insured. “Exclusion” is 


not, by any intended to 


create a situation whereby a busi- 


ness concern will not be insured 


against loss of money or securities 
due to dishonesty on the part of 
its employees. Obviously, it would 
be most unfortunate if, on the one 


hand, a business concern were 


insured against loss of money ot 


securities due to dishonest acts 


of “outsiders” or non-employees 
while, on the other hand, it were 
not covered at all against similar 
loss due to dishonest acts by “in- 


siders” or employ ees. 


DIsHONESTY HAZARDS 


business 


Any that 
have some of its money or securi- 


concern can 
ties stolen by “outsiders” can just 
as easily have the same property 
stolen by “insiders.” And the con- 
verse is equally trve. So, in every 
case, the “outsider” dishonesty in- 
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surance afforded by any M & S 
Policy should be paralleled by an 
adequate amount of blanket “in- 
sider” dishonesty insurance of the 
kind that is affordable under a 
Primary Commercial Blanket Fi- 
delity Bond, or under a Blanket 
Position Fidelity Bond, or under a 
combination of the two. The rea- 
son for the presence in the Money 
and Securities Policy of the ex- 
clusion now under discussion is 
that the insurance-classification laws 
and the insurance rate-regulatory 
laws of the various states have 
given rise to two separate and dif- 
ferent methods for rating dis 
honesty insurance needed by busi 
ness concerns with respect to 
money and securities handled by 
them. The one of these two rating 
methods that concerns itself with 


“outsider” or non-employee dis- 


honesty insurance is based upon 


such considerations or factors as 
the kinds of 


for safeguarding insured money or 


safes or vaults used 
securities, and upon certain other 
appropriate measures of the “out- 
sider” or non-employee dishonesty 
The 


rating methods concerns itself with 


hazards. second of the two 


“insider” or employee dishonesty 
insurance and it is based upon such 
factors as the 
number of employees (differentiat- 
handle 

those 


considerations or 


ing between those who 


money and securities and 


who do not), and upon certain 





INSURING MONEY 


AND SECURITIES 


Many types of legitimate coin-operated merchandise-vending 


machines are covered 


other appropriate measures of the 


“insider” or employee dishonesty 
hazards. 

The fact that dishonesty insur- 
ance for manufacturing, industrial, 
commercial, or mercantile business 
concerns is subjected to two dif- 
ferent rating methods is primarily 
due to provisions in laws which 
need not affect the actual sale of 


insurance. So every cycle of insur- 
ance upon the money and securities 
of a business concern should afford 
adequate coverages against dis- 
honesty of both “outsiders” and 
“insiders.” Obviously, any arrange- 
ment of such a cycle which would 
provide coverage only with respect 
to “outsider” dishonesty losses 
without any provision for an ade- 
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quate amount of coverage against 
“insider” dishonesty losses would 
be a most deplorable arrangement. 
It would be virtually comparable 
to building only half a garage, or 
of a carport, to shelter only one- 
half of an automobile leaving the 
other half to be unsheltered from 
the elements. 


Forcery Loss 


8. Another “Exclusion” makes 
stipulation to the effect that the 
Money and Securities Policy “does 
not apply . . . to loss due to for- 
gery.” Here again a consideration 
of rate-making and rating is in- 
insurance for a 
loss of 


volved, because 


business concern against 
money or securities due to forgery 
is rated somewhat differently than 
insurance against lasses due to 
other kinds of dishonesty. The 
liability for forgery losses of money 
and securities that is excluded from 
the scope of coverage of a Money 
and Securities Policy can be, and 
should be, covered in each case 
by an adequate amount of supple- 
menting insurance of the kind af- 
fordable under a Depositors For- 
gery Policy. 

9. The 
Policy does not contain any specific 


Money and Securities 
exclusion which expressly and ex- 
that 


under the 


plicitly stipulates insurance 
afforded 


premises” or “Coverage B” insuring 


“loss outside 


agreement does not apply to money 


January 


or securities while in the mail or 
while being transported by a car- 
rier for hire. But that result is in- 
directly brought about by the 
wording of the insuring agreement 
to the effect that the insurance af- 
forded by it is against loss occur- 
ring outside the premises only while 
the insured money and securities 
are being conveyed by a messen- 
ger. As defined in the M & S 
Policy, “Messenger” is limited to 
mean any employee of the Insured, 
or any officer or partner, who is 
in the regular service of the In- 
sured and is duly authorized by 
the Insured to have care and cus- 
tody of the money and securities 
outside the premises. Here again 
a consideration of rate-making and 
rating is involved, because insur- 
ance on money or securities being 
shipped through the mail or trans- 
ported by a carrier for hire is 
rated differently than insurance on 
such property being conveyed by a 
policyholder’s own employees. 


ENABLING LEGISLATION 


When the burglary 
underwriters were drafting their 


insurance 


proposal for legislation to enable 
the issuance by them of broad 


on money and 
conferred with 
Marine In- 


insurance 
they 
Marine Inland 
surance Underwriters with respect 
to any possible overlapping of the 
burglary 


form 
securities, 
and 


proposed activities of 
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underwriters into the Marine or 
Inland Marine fields. As a conse- 
quence, the enabling legislation 
eventually enacted in the various 
states granted the insuring power 
to write 
“Insurance against loss of or 
damage to moneys, coins; bul- 
lion, securities, notes, drafts, ac- 
ceptances or any other valuable 
papers or documents, resulting 


from any cause, except while in 
the custody or possession of and 


being transported by any carrier 

for hire or in the mail.” 
If a business concern is in the habit 
of having any of its money or se- 
curities shipped through the mail 
or transported by any carrier for 
hire, the arrangement of any cycle 
of insurance on its money or securi- 
ties should, of course, include an 
adequate amount of Inland Ma- 
rine insurance applicable while the 
money or securities are being so 
shipped or transported. 


It is hoped that this article gives 
a reasonably clear explanation of 
the really essential terms of the 
Money and Securities Broad Form 
Policy, and that it also suggests 
with reasonable clarity the part this 
form should play in the arrange- 
ment of a comprehensive insurance 
cycle covering the money and se- 
curities of a typical business con- 
cern. However, inasmuch as the 
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article doesn’t purport to be more 
than a running commentary, writ- 
ten in non-technical style and 
aimed at insurance agents, brokers 
and others who are primarily inter- 
ested in the sale of insurance, it 
does not attempt a detailed analysis 
of every condition or term con- 
tained in the M & S Policy. All 
readers of the article who find in it 
anything of interest to them are 
strongly urged to get a copy of the 
revised version of the Policy form 
and read it through and familiarize 
themselves with all the various pro- 
visions and terms contained in it. 
They are also urged to get a copy 
of the burglary insurance rate man- 
ual and study the rules and rating 


procedures prescribed in it to be 


applicable to the insurance cover- 
ages of the kinds affordable under 
the M & S form. 

Summing up, the main point 
which this article attempts to make 
is that a salesman of insurance is 
in a position to arrange for any 
insurance-eligible business concern 
a relatively very broad cycle of in- 
surance coverages on that concern’s 
money and securities. If that cycle 
consists of adequate amounts of 

(a) insurance coverages of the 
kinds affordable under the 

Money and Securities form of 

policy; and 

(b) insurance coverages of the 
kinds affordable under the Pri- 


mary Commercial Blanket Fi- 
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delity Bond, or under the Blanket 
Position Fidelity Bond, or under 
a combination of both; and 
(c) insurance coverage of the 
kind affordable under the De- 
positors Forgery Policy; 
then the business concern for which 
that cycle is arranged will, subject 
to the various policy conditions and 
terms, be covered against any ac- 
tual destruction or disappearance 
or wrongful abstraction of tangible 
money or securities resulting from 
any conceivable risk, peril, con- 
tingency or cause, excepting only 
such as are expressly and explicitly 
excluded by the “Exclusions” re- 
ferred to in the aforegoing para- 
graphs in this article which are 
numbered 1 to 6 inclusive. 
If a 


wants to have such a cycle of in 


business concern really 


surance coverages on money and 
securities provided by one single 
insurance policy instead of by sev- 
eral policies, its wishes can be 
gratified by an arrangement under 
which the adequate amounts of the 
various coverages will be provided 


under four insuring agreements in 


a policy specially designed for use 


in such cases, namely the Compre- 
hensive Dishonesty, Disappearance 
and Destruction Policy which is 
frequently called the 3D Policy. 
This form can be, in any case, the 
equivalent of three separate con- 
ventional policies namely an M & S 
Policy plus a Blanket Fidelity Bond 
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plus a Depositors Forgery Policy. 

However, many successful insur- 
ance salesmen have shown a strong 
preference for arranging insurance 
cycles under separate conventional 
policies rather than under a con- 
solidating 3D Policy. Among the 
reasons given by them for this pref- 
erence, the following three seem 
to carry the weight with 
them. 

First, they say that when an in- 


most 


surance cycle is made up of about 
three policies, with the expiration 
dates staggered or 
spaced so that the over-all total 
premium is broken down into three 


judiciously 


separate payments spread out dur- 
ing the term of the insurance, there 
will almost certainly be somewhat 
less sales resistance and price con- 
sciousness than will be encountered 
when the one 3D Policy is used 
and the one relatively large lump- 
sum premium payment has to be 
made at one time. 

Second, they say the big pre- 
mium for a single 3D Policy is a 
more conspicuous competitive tar- 
get to every other insurance sales- 
man in the vicinity than is any one 
of the three relatively much small- 
er premiums for the three separate 
conventional policies making up an 
equivalent insurance cycle. 

And, finally, agents 
and salesmen who prefer to deal 
with Bureau companies say that, 


insurance 


when one 3D Policy is issued to 
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provide the insurance cycle, the 
size of the single premium is such 
that the non-Bureau cut-rate com- 
panies which are chronically ad- 
dicted to “chiseling” rate-cutting 
are more likely to make destructive 
cuts in the rates than will be the 
case when those companies have 
relatively smaller premium targets 
tu tempt them—as happens when 
the insurance cycle is broken down 
among separate conventional pol- 
icies. 

It is a fact that the bulk of the 
established total volume of broad 
form insurance business of the Bu- 
reau companies is afforded under 
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Money and_ Securities Policies 
rather than under 3D Policies. So 
the logic seems to be on the side of 
who argue against the all 
embracing 3D Generally 
speaking, there has not been any 
convincing evidence of any spon- 


those 
form. 


taneous preference on the part of 
any great number of business con- 
cerns for consolidating insurance 
coverages into single all-embracing 


consolidating policies such as the 


3D. Of course, every business con- 
cern having such a_ preference 
should be able to satisfy it. But 
the indications are that relatively 


few have. 


Wit and Wisdom 


Keep your eye on the ball, your shoulder to 
the wheel, your ear to the ground—Now try to 


work . 


Anything worth doing is worth doing for 


money, 


Ilalf the world is nuts—The rest of us are 


squirrels. 


The 


{rizona Prospector 





.. . AUTOMOBILI 
Grab Tag. When police asked a San 
Bernardino, Calif., citizen if he got the 
license number of a car driven by as- 
sailants who slugged and robbed him, 
he said yes, and displayed the plate he 
had ripped from the car as it sped 
away ... Top This. A Cincinnatian’s 
case was dismissed when a patrolman 
testified. “He was just driving too care- 
fully . . . He was so careful I figured 
he must have done something wrong” 
.. . Loaded Witnesses. When a high- 
way bus driver was clocked at 38 
mph. in a 25-mile zone, he drove his 
loaded bus to police court and 30 pas- 
sengers all backed up his plea of in- 
nocent, won him an acquittal . . . Bus 
Stop. A Bostonian was fined $200 for 
drunken driving after he careened into 
a bus terminal, sat honking his horn in 
an effort to get the buses out of the 


way 


... FIRE 
Vibrato. A young man in San Marino, 


Calif., was charged with setting fire 
to his family’s home three times in a 
single week, surprised firemen on each 
occasion by calmly sitting in living 
room playing classical records, and 
explaining to police, “Beethoven thrills 
me” . . . Mad Hatter. A Mountjoy, 
Ont. civil servant got fed up and re- 
signed as fire warden, police chief, 
dogcatcher, tax collector, poundkeep- 
er, building inspector, liquor inspec- 
tor, fence viewer, cemetery inspector, 
weight inspector, and school attend- 
ance officer . Vexed Vox Pop. In 
Elba, Ala., a farmer broke into the 
polling place where votes cast in a 
primary election were being counted, 
chased away election officials with ax, 
set fire to 95 ballots, after his arrest, 
explained: “I didn’t like the way the 
election was being run.” 


. . . UNCLASSIFIED 
Mouse Trapped? An Ohio woman 
who fell in front of store, frightened 
by mouse, was denied damages unless 
she proved it defendant’s mouse 
Double Indamnity. A claims adjuster 
at the home of a Coventry, Conn., 
resident to check claim resulting from 
dog bite, was bitten by same dog... 
Thin Ice. The city’s board of control 
in East Toronto, Ont., with its new 
hockey arena nearing completion, 
learned that the architect, ordered to 
reduce costs, had eliminated the build- 
ing’s ice-making plant . . . Pizen Po- 
tion. The Bureau of Internal Revenue 
in Washington, D. C., announced that 
it had seized some Alabama moon- 
shine, selling for $2 a pint, made from 
these ingredients: half a gallon of 
water, one quart of orange juice, two 
pints of gin, one small jar of sassafras 
flavoring, a dash of sugar, half a can 
of lye. 
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